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{COMPANY PROFILE}

Citizens Republic Bancorp, Inc.is a diversified financial
services company providing a wide range of commercial,
consumer, mortgage banking, trust and financial planning
services to a broad client base. Citizens Republic serves
communities in Michigan, Ohio, Wisconsin and Indiana as
Citizens Bank, and lowa as F&M Bank, with 238 offices and
265 ATMs. ’

Citizens Republic Bancorp is the largest bank holding
company headquartered in Michigan with roots dating
back to1871. Citizens Republic is the 41st largest bank
holding company headquartered in the United States.
More information about Citizens Republic is available
at www.citizensbanking.com.




(FIVE-YEAR FINANCIAL SUMMARY}

(In thousands, except per share data)

Eor The Year 2003 2004 2005 2006 ™ 00
Net interest income $280,705 $271,698 $275,749 $263,120 $382,179
Provision for loan losses @ 62,008 21,609 1,109 11,265 45,177
Noninterest income before securities gains (losses) @ 92,952 92,971 89,435 97,728 122,593
Investment securities gains (losses) 101 (1,513} (8,927} {7,101} {25)
Noninterest expense 228,866 260,278 243,042 259,827 327,423
Incorme tax provision (benefit) from continuing operations 18,375 19,590 31,581 19,319 31,305
Income from continuing operations 64,509 61,679 80,525 63,336 100,842
Discontinued operations {after tax) © 1,442 14,418 -
Net income 65,951 76,097 80,525 63,336 100,842
Per Common Share Data
Net income
Basic $ 152 5 176 S 1.87 5 148 $ 134
Diluted 1.51 1.74 1.85 1.47 1.33
Cash dividends . 1.140 1.140 1.140 1.155 1.160
Book value, end of year 14.69 1513 15.28 20.58 20.84
Market value, end of year 3272 34.35 27.75 26.50 14.51
Shares outstanding, end of year 43,242 43,240 42,968 75,676 75,722
At Year.End, Combined
Assets $7,709,471 $7,704,633 $7,750,688 $14,002,612 $13,505,983
Portfolio loans ® 5.247,818 5,393,365 5,616,119 9,231,082 9,501,244
Deposits 5,442,267 5,299,760 5,473,839 8,698,061 8,301,925
Shareholders' equity 635,162 654,302 656,463 1,557,686 1,577,880
Average For The Year, Combined
Assets $7,692,634 $7,683,334 $7,776,522 $7,704,231 $13,320,121
Portfolio loans @ 5,234,246 5,259,303 5,493,280 5,657,476 92,212,066
Deposits 5,665,533 5,375,297 5,286,390 5,587,967 8,168,893
Shareholders' equity 632,060 639,631 653,004 660,996 1,549,961
Einancial Ratios, Comhined !
Return on average shareholders' equity (ROE) 10.43 % 11.90 % 12.33% 9.58 % 6.51%
Return on average assets (ROA) 0.86 0.99 1.04 0.82 0.76
Average shareholders' equity/average assets 8.22 832 8.40 8.58 11.64
Net interest margin (FTE) 415 3.99 3.94 ER:3| 3.38
Credit Quality Statistics, Combined
Allowance for loan losses ratio 2.35% 227 % 207% 1.83% 1.72%
Nonperforming assets as a percent of total assets 0.98 0.66 0.51 073 1.86
Net loans charged off as a percent of average loans 0.89 0.40 0.13 0.29 0.55

™ As a result of the merger with Republic Bancorp inc. on December 29, 2006, ending balances incorporate Republic’s assets and liabilities at estimated fair value
but, average batances and income and expense amounts reflect only legacy Citizens results, including restructuring and merger-related expenses.

2 Provision for loan losses in 2005 includes a $9.1 million insurance settlement relating to a claim for recovery of fraud losses suffered in connection with two loans
made by the corporation and subsequently charged off in 2002 and 2003.

P Noninterest income in 2005 includes a charge of $3.6 million related to a fair value change in CD swap derivatives,

“ Investment securities gains (losses) includes a $7.2 million impairment charge related to the Republic merger in 2006 and losses of $9.0 million on the sale of
investment securities in 2005.

% Noninterest expense includes restructuring and merger-related expenses of $8.2 million in 2007 and $11.3 millien in 2006 related to the Republic merger. Amount
for 2003 includes a special charge credit of $0.7 million related to accrual reversals primarily for employee benefits and severance.

@ Discontinued operations in 2004 includes an after-tax gain of $12.8 million for the sale of the lllinois bank subsidiary.

P Includes the results of continued and discontinued operations. For further information, see the 2005 10-K - Items 6 and 7.

WBalances exclude mortgage loans held for sale.
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Dear Fellow Shareholder:

2007 was the first full year of operations for the new Citizens
Republic Bancorp following our merger with Republic Bancorp
Inc. in December 2006. Citizens completed several important
initiatives this year. We generated meaningful revenue synergies
and over-delivered on the projected merger cost savings. We
successfully integrated systems and merged two distinctly
different credit and sales cultures. Unfortunately, these
noteworthy accomplishments were overshadowed by the
significant downturn in the economy, real estate markets and
bank operating environment. We quickly put several

initiatives into action that will help us manage through

the industry challenges and better position the

company to more significantly improve profitability once the

economy rebounds.




A Challenging Environment

Without a doubt, 2007 was the most difficult bank operating
environment in decades. Across the country, banks large and
smalt experienced higher nonperforming toan balances and
charge-offs, stressing liquidity and capital ratios. For the first time
in many years, residential real estate values began a decline that
is expected to continue throughout 2008. The banking industry
earned less in 2007 than 2006 and many analysts are projecting

further earnings decline in 2008.

As a result of these trends, our nonperforming loans increased
to $189.4 million at December 31, 2007, compared to $59.0
million at December 31, 2006, with charge-offs totaling $50.9
million compared to $16.3 million in 2006. The increases were
primarily tied to commercial real estate loans, particularly those
financing residential housing developments. While we anticipate
no improvement in the economy over the next year, we are
confident that we have the track record, credit cuiture, processes
and talent in place to enable us to manage our credit quality well.
We've demonstrated our ability to do this when we reduced
nenperforming assets from 1.24% of total assets in 2002 to
0.47% of total assets in 2006 in the legacy Citizens franchise.
We will continue our very proactive credit risk management
practices and maintain adequate reserve levels to ensure both
balance sheet integrity and earnings quality, which ha\.fe been

our hallmarks.

While we continue to believe there was a strong strategic and
financial rationale for the Republic merger, we were disappointed
with the negative impact it ultimately had on our results. When
consummating the transaction, we clearly did not anticipate either
the magnitude or the velocity of the drop in the real estate
market that resulted in credit quality deterioration and lower
profitability of the businesses we acquired. While we are making
definitive improvements in these businesses, we will not

realize the full financial benefit of the merger until the economy

improves in our markets.

Disappointing Stock Performance

Nationally, 2007 was a disastrous year for bank stock
performance, Banks operating in the Midwest, particularly

in Michigan, were hit the hardest. While Citizens Republic’s
stock dropped 45%, the average stock dechne of our
Michigan-based peers''* was 51% during the year. We are
frustrated and disappointed with our stock price performance
and the financial impact it has had on the investors who have
loyally supported us. To further align my own interests with
shareholders, I voluntarily forfeited my cash bonus for 2007
and plan to continue to increase my personal stock ownership

in our company.

" Michigan-based banks and thrifts with assets greater than $1.5 billion
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Rising to meet all of these challenges, we are motivated with
an even stronger determination and resclve to ensure we
remain focused and disciplined in executing on our key priorities
and strategies. Our success in doing this will strengthen our
company and ultimately restore franchise value once investor

confidence returns to the banking industry and Michigan.

Respectable Results Despite Challenges

Net income for 2007 increased by 59% to $100.8 million
compared to $63.3 million for 2006, which did not include
Republic’s earnings. Earnings per share were $1.33 for
2007 versus $1.47 for 2006, Despite the difficult operating
environment in 2007, we had many accomplishments

to celebrate.

Thanks to the outstanding efforts of our leadership team and
staff, we executed a seamless system conversion at the end of
April. The Republic merger enhanced our franchise and we
capitalized on the cost and revenue synergies it presented,
Originally, we projected our cost savings from the merger to
be $28.0 million. We subsequently increased our commitment
to $31.0 million and exceeded that goal by 13%. We also are
very pleased with the progress we made in realizing revenue

synergies from our merger.

By introducing Citizens business deposit products at legacy
Republic branches and leveraging our sales management
process, sales to small business owners were up 39% in 2007,
Capitalizing on Republic’s expertise and status as the #1 SBA
lender in Michigan, non-real estate SBA loan closings for the
year were up 316% compared to 2006. By launching our
treasury management solutions throughout our newly
expanded footprint, we increased sales by 27% over 2006.
Lastly, financial consultants in our wealth management group
generated $763,000 in new brokerage and investment fees

from our newly acquired branches.

As a result of the merger, we acquired 14 new branch locations
in excellent Northeast Ohio markets. These branches previously
offered only a limited line of consumer banking products,
commercial real estate and SBA loans. During the year, we

added 10 new bankers to our team who are armed with a full

line of financial solutions, including treasury management, private
banking, brokerage, commercial and industrial banking, and a
wider array of consumer products. We're off to a great start in
Ohio with profitable loan, deposit and fee income growth. Based
on our results to date, we're confident that this initiative will be

accretive to shareholders in 2008.

We have demonstrated our ability to enter new markets profitably
through our highly successful expansions in Southeast Michigan
and Wisconsin. Both are generating strong, profitable loan, deposit
and fee-based businesses. Our Southeast Michigan franchise was
bolstered by the addition of the new Republic branches, more
than doubling our presence in that dense market to 40 locations.
In April 2007, we opened a new regional office in Appleton,
Wisconsin, to further penetrate the Qutagamie County market

where we continue to see solid growth.

Gathering and retaining deposits continues to be a big challenge
for banks and Citizens is no exception. The branch sales and sales
management model we implemented in January 2007 resulted in
25% more new checking and savings accounts opened in 2007
than in 2006. Additionally, of the new checking accounts we
opened during 2007, 43% of clients also opened another core
product, more than doubling our previous cross-sale rate. Qur i
teller satisfaction, new client satisfaction and account retention
statistics all are consistently superior to industry averages.
Although we increased account market share, not all markets
grew total deposit balances because, on average, consumers and
businesses kept lower balances in their accounts, particularly in
Michigan. Based on current wrends, we expect 2008 to be another

year of improved deposit account sales.

In commercial banking, we further enhanced our sales and sales
management processes. We also developed an incentive
compensation system for 2008 that will reward our bankers for
increasing shareholder value, based on return on capital, not just
for making a sale. The combination of these initiatives encourages
developing full banking relationships, increasing deposits and
improving the profitability of our entire commercial banking

business. At year end, total commercial loans were up 10% over
December 31, 2006.




The growth was driven by a 27% increase in commercial and
industrial loan portfolios across all of our markets, which offsets
the decline in our commercial real estate portfolio during the year.
Immediately following the merger closing, our commercial real
estate bankers spent the early part of 2007 focused on ensuring
that proper credit strategies were in place. They also identified
higher quality opportunities which resulted in portfolio growth
toward the end of 2007. All of these new loans have been made

under Citizens traditionally high underwriting standards.

Citizens Bank Business Finance (CBBF), our asset-based lending
unit launched in March 2006, has gained wide acceptance in the
marketplace. Focused on financing the working capital needs of
middle market companies in transition, the unit has expanded our
commercial product set and added diversity to our portfolio.
CBBF's highly experienced team enhances our ability to deliver
customized financial solutions to our commercial clients. The
unit’s prudent expansion to $322.3 million in outstanding
balarices as of December 31, 2007, produced profitable growth
and strengthened our ties to middle market businesses and

referral sources.

For the fourth consecutive year, our wealth management team
grew revenue and profitability since we reorganized to an open
architecture concept in 2003. The growth resulted in a 3%
increase in trust fees and a 13% increase in brokerage and

tnvestment fees for 2007 compared to last year.

Structured to Support Initiatives

In August 2007, we recrganized our company into six
geographical regions in order to enhance the client experience.
Each region is run by an experienced president who coordinates
the sales efforts across all lines of business within that footprint.
This structure is already enabling us to more effectively pursue
our objective of deeper and more profitable relationships through
intensified client focus. Regional management teams now have a
greater portion of their variable compensation tied directly to the
performance of all the businesses in their market, ensuring they
will be focused on achieving team goals. We also aligned our back
office operations into one shared-services unit so that our front

line sales team is sufficiently supported to respond quickly and

consistently to client needs. While we are pleased with

the results of our reorganization to date, we recognize that
there is much work to be done in order to unlock the ultimate
potential of both our front and back office teams to create an
even greater client experience. We are actively working to tap

that opportunity.

Capital Management

As a result of the uncertain operating environment, we believe
maintaining a strong capital ratio is extremely important. In late
February 2008, we announced a reduction in the quarterly
cash dividend to $0.14 per share, which represents a 52%
decrease from the previous amount. While reducing the
dividend was a difficult near-term decision, we believe a
normalized payout leve! will allow us to cost-effectively

retain capital to support our continued profitable growth

with quality assets.

Priorities for 2008

As you can see, we've undertaken many initiatives during

2007 to help us achieve our current prionties to:

» Accelerate profitable revenue generation with a heightened
focus on returns and increasing deposits;

» Improve and aggressively manage the credit quality of our
existing portfolio while maintaining our traditionally strong
underwriting standards on new loans; and

+ Judiciously manage expenses and reinvest savings into
profitable growth opportunities that will generate strong

returns on capital.

The difference between Citizens and other banks is that

we use a “boundaryless” approach to deliver our value
proposition of earning our clients relationships for life.

The initiatives that we have executed to date, such as our
rigorous, disciplined credit culture, new branch sales and sales
management model, the launch of asset-based lending,
expansions into higher growth markets, and realigning by
region with support of a unified shared-services unit, all allow
us to provide better performance to our clients, employees

and sharcholders.
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We believe we have the people, products, processes, systems,
focus and fortitude to profitably navigate through an
extraordinarily difficult industry environment and Midwestern
economy. The process and structural improvements we made this
year will continue to help us address the economic, interest rate
and credit challenges we face going into 2008. My hope is that
you share my confidence in our ability to manage through the
challenges and position our company to be able to achieve

greater success when conditions improve.

Strengthened Corporate Governance

A key element to corporate governance is transparency in
financial disclosure. We pride ourselves on being very open and
forthcoming in our financial communications, In 2007, we
significantly enhanced the financial and credit detail in our
earnings releases. Recently, our board of directors took several
actions to strengthen our corporate governance and enhance
accountability. Specifically, the board terminated the company’s
Share Purchase Rights Plan (“Poison Pill") effective at year-end
2007 and is presenting a “corporate governance proposal” at this

year’s annual meeting of shareholders.

Additionally, the board amended the bylaws to reduce its size

to 12 members and eliminate the distinction between legacy
Citizens and Republic directors that was stipulated in the merger
agreement. Removing this distinction reflects the full integration
of the two companies and recognizes the unification of the board.
[n order to effect these changes, Jerry D. Campbell, Edward P.
Abbott and Howard J. Hulsman have decided to retire from the
board in addition to the planned retirements of William C. Shedd
and Dr. Jeoffrey K. Stross. These retirements will be effective at
the 2008 annual meeting in April. The board and [ feel that these
measures improve transparency, governance and accountability
and help to further ensure that management’s interests are aligned

closely with our shareholders.

In Appreciation

Community leadership and philanthropy have been

fundamental values of Citizens heritage and it is important to

us that we continue to be responsible citizens in our communities.
While giving is a social responsibility, the time spent and effort
made by our officers and employees in leading community
initiatives and volunteering throughout our cities and towns is
exemplary. We make a strong emotional investment toward

improving the quality of life in the markets we serve.

| would like to thank the outstanding team of leaders and bankers
who work with me at Citizens. Their dedication, support and
abilities give me complete confidence that we can be successful in
any economic environment. It's an honor and privilege for me to

work with them.

1 would like to thank Jerry Campbell for serving as chairman for
our first full year together as Citizens Republic Bancorp. Jerry
brought much insight to our board and to me as we brought our
two companies together. ['m also grateful to Ed, Howard, Bill and
Jeff for their service to.our shareholders throughout the years and
the significant contributions they've made to our company. The
entire board of directors has been highly engaged and worked
especially hard to advise me and our management team through
integration and the industry challenges we continue to face. The
strength, diversity, talent and counse! they provide are invaluable,

and | greatly appreciate their effort and commitment.

You can be assured that we will continue to keep our eye on the
ball, remain focused on the fundamentals of our business and
do what's best for our shareholders to build franchise value. We

sincerely apprectate your continued suppott.

Al drrinn

William R. Hartman
Chairman, President &
Chief Executive Officer
March 2008
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OURVISION

WE MUST EARN THE RIGHT TO BE AN INDEPENDENT
BANKBY INCREASING SHAREHOLDER VALUE.

We will achieve this goal by growing profitably and more

quickly than our market competitors.

WE WILL DELIVER EXTRAORDINARY
VALUE TO OUR CLIENTS.
We will have a solutions-based sales and sales management process while

being committed to internal and external service excelfence.

WE WILL ATTRACT, RETAIN AND
DEVELOP THE VERY BEST PEOPLE IN OUR MARKETS.

We will hold our people accountable and reward them for both

individual and team behaviors and results.

WE WILL SHARE INFORMATION AND COMMUNICATE
HONESTLY AND OPENLY WITH EACH OTHER
ACROSS ALL AREAS OF OUR COMPANY.

We will be a fearning organization with a

collaborative, boundaryless environment.

WE WILL CONTINUOUSLY IMPROVE OUR COMPANY
WHILE OPERATING EFFECTIVELY, COST EFFICIENTLY
AND PRUDENTLY MANAGING OUR RISKS.

WE WILL BE THE LEADING BANK IN THE MIDWEST.










THE CITIZENS DIFFERENCE

WE DELIVER PERSONALIZED SERVICE
YOU’'D NEVER EXPECT.

WE ARE FOCUSED ON MAKING YOUR LIFE EASY.

WE WANT TO EARN YOUR RELATIONSHIP FOR LIFE.

Y




{VALUE PROPOSITION}

At Citizens Republic Bancorp, we provide
an extraordinary banking experience that is
focused on making your life easier. Serving
our clients goes far beyond everyday financial
transactions. Our people and the relationships
they build truly make the difference. We don't
just claim to be client-focused; our structure
and policies support and encourage bankers to
always do what’s best for our clients.

WE CALL IT”"BOUNDARYLESS BANKING."”

We start by offering a full line of banking
solutions to help more people across the
Midwest meet their personal and professional
financial goals. We make banking at Citizens
convenient with a footprint of over 230 offices
across five states - Michigan, Wisconsin, OChio,
lowa and Indiana. The breadth and depth of
our people and solutions, combined with the
extraordinary service we provide, give Citizens

the unique ability to meet your needs.

i5




We Personally Get to Know You

We are committed to the power of true relationship banking.

We take the time to know our clients and create the financial
solutions that best suit their goals now and in the future. Reaching
out with a personal touch and responding quickly to individual
client needs is a hallmark of the Citizens tradition of excellence in

customer service.

Enter a Citizens branch and you will immediately notice the
difference. We will greet you with a smile and acknowledge you
by name. Our clients tell us that their experience at Citizens is
better than any other bank. We take pride in being your banker

and also being your neighbor and friend.

Helping Your Business Grow

Using entrepreneurial thinking and responsiveness focused on the
client, Citizens eliminates the bureaucratic processes that are so
common in the banking industry. Our goal is to understand your
business and provide answers faster and more efficiently than any
other bank in our markets. We understand that in the competitive
banking marketplace, delivering straight answers quickly is a key
differentiator and will continue to be a critical factor for our

continued success.

Clients tell us that our team of experienced, talented bankers is
second to none. By taking the time to listen and understand each
client, we can determine the best solutions to help their families

and companies prosper.

Helping You Reach Your Personal Goals

Citizens offers a robust portfolio of wealth management services,
including private asset management, financial and retirernent
planning, and trust services. With a broad range of investment
management solutions at their fingertips, our entire wealth team
is firmly committed to providing expert investment advice that
will help you meet your specific objectives as you plan for both
current and future generations. Qur clients appreciate that we
look out for their best interests as we help them achieve their

unique, long-term objectives.

We Are Community

Working in a boundaryless banking environment is more than
a philosophy at Citizens. It's an operating principle rooted

in our desire to continually create effective client-centric
solutions delivered efficiently. Qur regional teams work
together with the support of our shared-services team or
back-office operations, without barriers in communicating,
With key decision makers in every region, we're structured to
respond rapidly. Our more than 2,500 dedicated employees
hold each other accountable to ensure we deliver service that

exceeds expectations.

Helping to build strong, vibrant communities in our markets
has been an integral part of Citizens for more than 135 years.
Realizing that time is more valuable than money, our
dedicated, caring employees invest a tremendous amount of
time every year serving communities and charities. In 2007,
our leadership team alone reinvested almost 2,000 volunteer

hours into our communities.

Best in Class

As one of the oldest and most experienced independent banks
in the country, Citizens has succeeded in good times and bad,
which is why our team is focused and empowered to help you
achieve personal and professional success today and in the
future. Whether you're interested in creating wealth or
managing it, securing a loan or your future, Citizens has the

right people and the right tools to help you realize your dream.

Qur unique combination of exceptional people, leading
products, competitive prices, rapid responsiveness and
consistent focus on doing what's best for our clients will allow

us to continue to be the leading bank in the Midwest.
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Mark A. Fieshner, Regional President - Central Michigan Randall ]. Peterson, Regional Chairman - Wisconsin, lowa and UP Michigan
Paul |. Fissel, Regional President - Ohio Mark W. Widawski, President, Citizens Bank Business Finance

James M. VanTiflin, Regional President - Northern Michigan Stuart A. Forsyth, President, Commercial Real Estate

Patrick M. Reardon, Regional President - West Michigan Thomas C. Shafer, Regional President - Southeast Michigan




Clockwise from top: Clinton A. Sampson, EVP, Commercial Banking; Charles D. Christy, EVP, Chief Financial Officer; Roy A. Eon, EVF,

Strategic Change Officer; John D. Schwab, EVP, Chief Credit Officer; Louise N. O'Connell, SVP, General Auditor; William R. Hartman, Chairman,
President & Chief Executive Officer; Stephen V. Figliuolo, EVF, Corporate Risk Officer; Cathleen H. Nash, EVF, Regional and Consumer Banking,
Peter W. Ronan, EVP. Wealth Management; Randall |. Peterson, EVP. Regional Chairman, Wisconsin, lowa & UP Michigan

Not pictured: Susan P. Brockett, EVF, Human Resources
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{RELIABLE}

Board of Directors

William R. Hartman
Chairman, President & Chief Executive Officer,
Citizens Republic Bancorp, Inc.

Edward P. Abbott
President & Chief Executive Officer,
Abbotts Mear Inc.

Lizabeth A. Ardisana
Chief Executive Officer & Chuner,
ASG Renaissance

George |. Butvilas
Chairman,
Michigan Technological University Foundation

Jerry D. Campbell
Chairmar, President & Chief Executive Officer,
CNBS Financial Group Inc.

Richard |. Dolinski

President & Chief Executive Officer,

Dolinski Associates, Inc. and

President, The Legacy Center for Student Success

Howard |. Hulsman
Retired Chairman,
Ross Learning Inc.

Cary ]. Hurand
Fresident,
Dawn Donut Systems Inc.

Dennis ], Ibold
President, Petersen & Ibold,
Attorneys at Law

Benjamin W, Laird
Of Counsel.
Codfrey & Kahn, 5.C.

Stephen |, Lazaroff
President,
Diversified Precision Products Inc.

William C. Shedd
Of Counsel,
Shedd, Frasier & Grossman, PLLC

Dr. Jeoffrey K. Stross

Professor Emeritus of Internal Medicine,
University Medical Center,

The University of Michigan

Kendall B. Williams
Attorney and Counselor,
The Williams Firm, PC.

fames L. Wolohan
Fresident,
Wolohan Investments, LLC

Steven E. Zack

Chairman,

Clobal Commercial Credit and

Vice President, L.5C Insurance Partners

19

Corporate Officers

William R. Hartman
Chairman, President &
Chief Executive Officer

Susan P. Brockert
Executive Vice President,
Human Resources

Charles D. Christy
Executive Vice Presidem,
Chief Financial Officer

Roy A. Eon
Executive Vice President,
Strategic Change Officer

Stephen V., Figliuclo
Executive Vice President,
Corporate Risk Officer

Thomas W, Gallagher
Ceneral Counsel & Secretary

Martin E. Grunst
Senior Vice President,
Treasurer

Cathleen H. Nash
Executive Vice President,
Regional and Consumer Banking

Louise N. O'Connell
Senior Vice President,
General Auditor

Randall |. Peterson

Executive Vice President,

Regional Chairman, Wisconsin, fowa
& UP Michigan

leffrey A. Powell
Sentor Vice President,
Controller & Chief Accounting Officer

Peter W. Ronan
Executive Vice President,
Wealth Management

Clinton A. Sampson
Executive Vice President,
Commeraal Banking

John D. Schwab
Executive Vice President,
Chief Credit Officer
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[xj Annual Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the fiscal year ended December 31, 2007.
or
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Commission File Number 001-33063

CITIZENS REPUBLIC BANCORP, INC.

(Exact name of Registrant as specified in its charter)

MICHIGAN 38-2378932
(State or Other Jurisdiction of {L.R.S. Employer
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328 S. Saginaw Street, Flint, Michigan 48502
(Address of Principal Executive Offices) (ZIP Code)

Registrant's telephone number, including area code: (810) 766-7500

Securities registered pursuant to Section 12(b) of the Act:

Title of Each Class Name of Exchange on Which Registered
Common Stock, no par value The NASDAQ Global Select Market®
7.50% Trust Preferred Securities (issued by Citizens Funding Trust1)  New York Stock Exchange

Preferred Stock Purchase Rights The NASDAQ Global Select Market®

Securities registered pursuant to Section 12(g) of the Act: none

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Act. Yes (X]No[ ]

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act. Yes [ ] NoX]

Indicate by check mark whether the Registrant (1) has filed all reports required to be filed by Section 13 or 15(d)
of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the
Registrant was required to file such reports), and (2) has been subject to such filing requirements for the past 90
days. Yes [X]No|[ ]

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation $-K is not contained
herein, and will not be contained, to the best of Registrant's knowledge, in definitive proxy or information
statements incorporated by reference in Part Il of this Form 10-K or any amendment to this Form 10-K. [X]

Indicate by check mark whether the Registrant is a large accelerated filer, an accelerated filer, a non-accelerated
filer, or a smaller reporting company. See definition of “accelerated filer”, “large accelerated fiter” and “smaller
reporting company” in Rule 12b-2 of the Exchange Act (Check one).




Large accelerated filer [X] Accelerated filer [ ]
Non-accelerated filer [ ] Smaller Reporting company [ ]

(Do not check if a smaller reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act).
Yes [ ] No [X]

The aggregate market value of the voting common stock held by non-affiliates of the Registrant as of June 30,
2007 was $1,353,398,771. For purposes of this computation, all officers, directors and 10% beneficial owners of
the Registrant are assumed to be affiliates. Such determination should not be deemed an admission that such
officers, directors and beneficial owners are, in fact, affiliates of the Registrant.

The number of shares outstanding of the Registrant’s no par value Common Stock as of February 26, 2008 was
75,744,759.

DOCUMENTS INCORPORATED BY REFERENCE

Portions of Citizens Republic Bancorp, Inc.'s Proxy Statement for its 2008 annual meeting of shareholders are
incorporated by reference into Part lll of this Annual Report on Form 10-K.




CITIZENS REPUBLIC BANCORP, INC.
2007 Annual Report on Form 10-K

TABLE OF CONTENTS
Page
PART I
Item 1. BUSINESS .1ivicuiiicieiiiees it ie e ceee e eeeet e e e e st s aar e tbeseeneeenstee et ee et te st e e aaatra bt ranaeaeteenaeesstaen areen 4
HEM 1A, RISK FACLOIS.. ..o oottt ettt et e e et e s ere s et e s b b et e e ekt ebb e bn s sme et snnsseaneeneannntsarren 12
ltem 1B.  Unresolved Staff COMMENES .....ooic ettt ae ettt e st e e e e eeee e e e eeremeemeennnsrasssbasians 19
Item 2. PrOPEIHIES .oivoiviiei i cciiie e et ar e e vtrreressastessarteea e srseeers smssaaansnsens et eaeees v resiassbstassntasses srnarsenn nns 19
Item 3. Legal ProCEEAINGS «.....ccociirriier et e et te s e cesea s sae s b et son e s b e s na s nesasa bt e be s e st saseennes s 19
Item 4. Submission of Matters to a Vote of Security HOlders ...........ccoooeirceee 20
PART Il
tem 5. Market for the Registrant's Common Equity, Related Shareholder Matters and Issuer Purchases
OF EQUILY SOCUMIES ..ottt et et rre e b b st se et et e da e as s e s 20
ltem 6. Selected FINANCIAI DALA ..........cccoveiiiiei e s s b e s tte e reessssesss semteeeseesamnesamees sanean 21
ltem 7. Management's Discussion and Analysis of Financial Condition and Results of Operations . 23
OVRIVIBW .o eeciee et ee s e e e e st ae e smsee e aan vaserssssnses s rtaeee s st aeetaaastseanbsbeees smnnnennsssesansn 24
Critical Accounting PONICIES .......cccoceiieiiiiieicer e e s e et n s s na s s 26
Recent Accounting PronounCemMENS .........oc.iiiii e st ssseseeeeneemeeas KY
ReCent DevelopmMENntS ........c.cove i rerr e e eee e e e e et e e v e vn e e arr e s it enaernaessnnnnten 31
ReSUItS Of OPEIALONS ...........ciiitieier ettt e eeeses e v ssre s s aaeraseeessaeaesbee st beesssanenseseranens 33
FINanCial Condition...........cc.ici e ceees et ce s st s n e sme e s rse e e et e e sarearatrasraranranans 42
Liquidity and Debt Capacity...... .ot sas st s sttt s eme e e e reens 58
INtErESt RAE RISK ....coeee et e s st bt sn e smnaesmn e sin e 59
ltem 7A. Quantitative and Qualitative Disclosures about Market RiSK .........ccccooeeiieeriiieeiee e eeeees 60
ltem 8. Financial Statements and Supplementary Data ... e &0
Consolidated Balance SHEets ...t vrere st et s st e e e eeeeeeaeanans s pensees 61
Consolidated Statements of INCOME ...t et prees 62
Consolidated Statements of Changes in Shareholders' EQUItY .........ccooivvvreiinieniecsiennncencne 63
Consolidated Statements of Cash FIOWS ...........ccccoiriiii e senees 64
Notes to Consolidated Financial Statements ..o e 65
ltem 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure . 108
ltem A, Controls and ProCaauUres...........ccovie ettt et e ctee et e s e e e s e s e ssesssn et saneeanereerees 108
tem 9B,  Oher INFOMMIAON. ...ttt ee e e e e e te e raar e e sasaastssnssbeansvenernns 111
PART Il
ltem 10. Directors, Executive Officers and Corporate GOVErnance ..........cccceeeveerveeiiermiceeeieeeevsesenns 111
Item 11.  Executive COMPENSALION ..........ccooi it stre e sae s see sttt e s e s ses e saessractasresensrenans 111
Item 12.  Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Y = LG - SO O OO U U O DU PPPU 111
ltem 13. Certain Relationships and Related Transactions, and Director independence ..................... 112
ltem 14. Principal Accounting Fees and SemvICES .........vvviieiveriiviieier e eeees s rreess st s iesaesssvessessns s meeas 112
PART IV
ltem 15. Exhibits and Financial Statement Schedules ...............ccce oo e e 113
SIGNATURES ...t rriri et e e e st eere e s are et s ea et sra e et tee et e s s smssassaseareesasaesisntesineassateraseessseesntbansnrrnren 114
EXHIBIT INDEX ...eoieeciie ettt s st se s e e sat e s rateessns e sams seaneeeenserantseasssaesatesesssaassanasbeannseessnesnrrrssnarersates 116



PART |
ITEM 1. BUSINESS

Unless the context indicates otherwise, all references in this Form 10-K to "Citizens" or the “Corporation,” refer to
Citizens Republic Bancorp, Inc. and its subsidiaries. References to the “Holding Company” refer to Citizens
Republic Bancorp, Inc. alone. Citizens' common stock is traded on the NASDAQ Global Select Market™
(“NASDAQ"} under the symbol "CRBC." Citizens' principal executive offices are located at 328 South Saginaw
Street, Flint, Michigan 48502, and the telephone number is (810) 766-7500. Citizens maintains an internet
website at www.citizensbanking.com where the Annual Report on Form 10-K, Quarterly Reports on Form 10-Q,
Current Reports on Form 8-K and all amendments to those reports are available without charge, as soon as
reasonably practicable after Citizens files each such report with, or furnishes it to, the U.S. Securities and
Exchange Commission (the “SEC"), which are also available at the SEC's website www.sec.gov. The information
on Citizens’ website does not constitute a part of this report. Investors may also contact Kristine Brenner, Director
of Investor Relations, at the corporate address listed above to receive copies of these reports without charge.

GENERAL

Citizens Republic Bancorp, Inc., incorporated in the State of Michigan in 1980, is a diversified banking and
financial services company that is registered as a bank holding company under the Bank Holding Company Act of
1956, as amended. Citizens provides a full range of banking and financial services to individuals and businesses
through its subsidiaries Citizens Bank and F&M Bank-lowa. These services include deposit products such as
checking, savings, and money market accounts, and loan products such as business, personal, educational,
residential, and commercial mortgage loans, and other consumer-oriented financial services, such as IRA and
Keogh accounts, lease financing for a variety of capital equipment for commerce and industry, and safe deposit
and night depository facilities. Automated Teller Machines (*ATMs”}, which provide 24-hour banking services to
customers, are installed in many locations in the Corporation’s service areas. The Corporation participates in an
interstate and international shared ATM network, which allows its customers to perform banking transactions from
their checking, savings, or credit card accounts at ATMs in a multi-state and international environment. Among
the services designed specifically to meet the needs of businesses are various types of specialized financing,
treasury management services, and transfer/collection facilities. Citizens also provides wealth management
services through Citizens Bank Wealth Management, N.A., and through the affiliate trust department of F&M
Bank-lowa. The Corporation is not dependent upon any single or limited number of customers, the loss of which
would have a material adverse effect on the Corporation. No material portion of the business of the Corporation
is seasonal.

At December 31, 2007, Citizens directly or indirectly owned the following subsidiaries:

Total Date
Principal Number of Assets Acquired /
Subsidiary Office Offices {in milliocns) Established
Citizens Bank (a) Flint, Ml 227 $12,494 .4 1871
F&M Bank - lowa {a) Marshalltown, 1A 11 427.8 11/01/99
Citizens Bank Wealth Management, N.A. Flint, Ml {b) b) 03/01/02

(a) Consolidated totals include its non-bank subsidiaries.

{b) Citizens Bank Weallh Management, N.A. conducts business at most Citizens Bank locations and had total assets under
administration of $2.7 billion at December 31, 2007.

Citizens completed its merger with Republic Bancorp Inc. (“Republic”) on December 29, 2006. As a result,
December 31, 2006 ending balances in this report incorporate all of Republic’s assets and liabilities at estimated
fair market value. Due to the timing of the merger, average balances and income and expense amounts in this
report for the full year of 2006 reflect only legacy Citizens results, including Citizens’ restructuring and merger-




related expenses. All pre-merger financial data include only legacy Citizens performance and do not incorporate
results of the former Republic.

GEOGRAPHIC LOCATIONS

As of December 31, 2007, Citizens conducts operations through 238 offices and 265 ATM locations throughout
Michigan, Wisconsin, Ohio, lowa, and Indiana with 2,501 full-time equivalent employees. In Michigan, the primary
market areas are concentrated in the Lower Peninsula, with a small presence in the Upper Peninsuta. In
Wisconsin, the primary markets include the greater Green Bay Metropolitan area, the Fox Valley region which
extends from Appleton to Oshkosh, suburban Milwaukee, and alsco rural markets in southern and northern
Wisconsin. In Ohio, the primary market area is the greater Cleveland area. In lowa, the primary market area is
the central region of the state. In Indiana, the primary market area is Indianapolis.

PRINCIPAL SOURCES OF REVENUE

The Corporation’s primary source of revenue is interest income. The table below shows the amount of total
consolidated revenues resulting from interest and fees on loans, interest and dividends on investment securities,
money market investments, FHLB and Federa! Reserve stock, and noninterest income for each of the last three
years:

Year Ended December 31,

{in thousands) 2007 2006 2005
Interest and fees on loans $ 684,047 $399,469 $343,890
Interest and dividends on investment securities, money
market investments, FHLB and Federal Reserve stock 123,864 72,883 79,359
Noninterest income 122,568 90,627 80,508
Total revenues $930,479 $562,979 $503,757

Citizens’ revenue tends to be influenced by overall economic factors, including market interest rates; business
spending; consumer confidence; and competitive conditions within the marketplace, as well as residential housing
markets in the communities Citizens serves.

LINES OF BUSINESS

Citizens’ performance is monitored by an internal profitability measurement system that provides line of business
results and key performance measures. Citizens operates along three major business lines: Specialty
Commercial, Regional Banking and Wealth Management. A brief description of each follows:

s Specialty Commercial - Specialty Commercial includes the commercial real estate, treasury management,
public funds, and asset-based lending teams. These groups provide a full range of lending, depository, and
related financial services to commercial real estate developers, owners of multi-unit commercial properties,
middle-market companies, local governments and municipalities, and leasing clients. Products and services
offered include commercial mortgages, real estate construction lending, term loans, revolving credit
arrangements, inventory and accounts receivable financing, and lefters of credit. Noncredit services for these
customers include deposit accounts, treasury management, corporate cash management, international
banking services, advice and assistance in the placement of securities, and financial planning.

* Regional Banking - Regional Banking includes the consumer, residential mortgage, commercial and industrial,
small business, and private banking teams. These groups provide a wide range of lending, depository, and
other related financial services to both businesses and individual consumers. The products and services
offered to consumer clients include: direct loans, home equity loans and lines of credit, residential mortgage
loans, checking, savings and money market accounts, debit and credit cards, ATM network services,




certificates of deposit, and fixed and variable annuities, as well as private banking services for affluent clients.
The products and services offered to commercial clients include: term loans, revolving credit arrangements,
inventory and accounts receivable financing, commercial mortgages, letters of credit, and small business
loans. Noncredit services for commercial clients include deposit accounts, treasury management, corporate
cash management, international banking services, advice and assistance in the placement of securities, and
financial planning.

» Wealth Management - Wealth Management offers a broad array of asset management, financial planning,
estate settlement and administration, credit and deposit products and services. Trust and investment
services include personal trust and planning, investment management, estate settlement and administration
services. Retirement plan services focus on investment management and fiduciary activities with special
emphasis on 401(k) plans. Brokerage and insurance delivers retail mutual funds, other securities, variable
and fixed annuities, personal disability and life insurance products and discounted brokerage services.

The Specialty Commercial and Regicnal Banking business lines are invalved in lending activity. Lending involves
credit risk which is controlled and monitored through active asset quality management, the use of lending
standards, and thorough review of potential borrowers. Credit risk management is discussed in “ltem 7 -
Management’s Discussion and Analysis of Financial Condition and Results of Operations” under the captions
“Critical Accounting Policies,” “Loan Portfolio,” and “Nonperforming Assets,” “Allowance for Loan Losses," and
under Notes 1 and 7 to the Consolidated Financial Statements.

Additional information regarding the business lines is incorporated herein by reference from “ltem 7 -
Management's Discussion and Analysis of Financial Condition and Results of Operations - Line of Business
Results” and in Note 17 of the Consolidated Financial Statements.

COMPETITION

The financial services industry is highly competitive. Citizens' banking subsidiaries compete with other
commercia! banks, many of which are subsidiaries of other bank holding companies, for loans, deposits, trust
accounts and other business on the basis of interest rates, fees, convenience and quality of service. Major
competitors include banking subsidiaries of JP Morgan Chase & Co., Comerica Incorporated, National City
Corporation, Fifth Third Bancorp, Bank of America, Marshall & lisley Corporation, Associated Banc-Carp, US
Bancorp, Huntington Bancshares Incorporated, and KeyCorp, among others. The Corporation also actively
competes with a variety of other financial service organizations including community banks, savings associations,
finance companies, mortgage banking companies, brokerage firms, credit unions and other organizations. The
non-banking subsidiaries compete with other companies in related industries including mortgage banking
companies, insurance companies, consumer finance companies and other organizations.

Mergers between financial institutions and the expansion of financial institutions both within and outside of the
primary Midwest banking markets have provided significant competitive pressure in those markets. In addition,
the passage of Federal interstate banking legislation has expanded the banking market and heightened
competitive forces. The effect of this legislation is further discussed under the caption "Supervision and
Regulation.”

Many of Citizens’ offices are located in small cities and rural areas that have diverse economies and a mix of
manufacturing, service, retailing and agricultural businesses. In many of these localities, Citizens is the largest
bank, which is believed to be a competitive advantage. In other markets, Citizens’ competitors may enjoy a
competitive advantage, including greater financial resources, more aggressive marketing campaigns, better brand
recognition and more branch locations. Citizens’ competitors may also offer higher interest rates, which could
decrease Citizens’ ability to retain existing deposits or attract new deposits or require Citizens to increase its rates
to attract deposits.

Other factors such as employee relations and environmental laws also impact the Corporation’s competitiveness.
Citizens maintains a favorable relationship with its employees and none of the employees are represented by a
collective bargaining group.




SUPERVISION AND REGULATION

General

The banking industry is subject to extensive state and Federal regulation and continues to undergo significant
change. Proposals to change the laws and regulations governing the banking industry are frequently raised in
Congress, in state legislatures, and before the various bank regulatory agencies. The likelihood and timing of any
changes and the impact such changes might have on Citizens are impossible to determine with any certainty. A
change in applicable laws or regulations, or a change in the way such laws or regulations are interpreted by
regulatory agencies or courts, may have a material impact on the business, operations and earnings of Citizens.
Citizens expects that the financial services industry will remain heavily regulated and that additional laws or
regulations may be adopted. The following discussion summarizes certain aspects of the banking laws and
regulations that affect Citizens. To the extent that the following information describes statutory or regulatory
provisions, it is qualified entirely by reference to the particular statutory or regulatory provision.

The Holding Company is a bank holding company registered with the Federal Reserve Board and is subject to
regulation under the Bank Holding Company Act of 1956, as amended (the "Bank Holding Company Act"). The
Bank Holding Company Act requires the Federal Reserve Board's prior approval of an acquisition of assets or of
ownership or control of voting shares of any bank or bank holding company if the acquisition would give the
Corporation more than 5% of the voting shares of that bank or bank holding company. it also imposes
restrictions, summarized below, on the assets or voting shares of non-banking companies that Citizens may
acquire.

Under Federal Reserve Board policy, a bank holding company is expected to serve as a source of financial
strength to each of its subsidiary banks and to stand prepared to commit resources to support each of them.
There are no specific quantitative rules on a holding company's potential liability. If one of Citizens’ subsidiary
banks were to encounter financial difficulty, the Federal Reserve Board could invoke the doctrine and require a
capital contribution from the Holding Company. In addition, and as a separate legal matter, a holding company is
required to guarantee the capital plan of an undercapitalized subsidiary bank. See "Capital Adequacy and Prompt
Corrective Action" below.

Citizens' subsidiary banks are subject to the provisions of the banking laws of their respective states of
organization or the National Bank Act. They are under the supervision of, and are subject to periodic examination
by, their respective state banking departments (in the case of state-chartered banks) or the Office of the
Comptroller of the Currency ("OCC"} (in the case of national banks), and are subject to the rules and regulations
of the OCC, the Federal Reserve Board and the Federal Deposit Insurance Corporation ("FDIC"). Both of
Citizens’ banking subsidiaries are state-chartered banks and are therefore subject to supervision, regulation and
examination by state banking regulators; Citizens Bank by the Michigan Office of Financial and Insurance
Services and F&M Bank-lowa by the lowa Division of Banking. Citizens Bank and F&M Bank-lowa are members
of the Federal Reserve System so they are subject to supervision and examination by the Federal Reserve Board
as well as the FDIC, because the FDIC insures their deposits to the extent provided by law. Citizens Bank Wealth
Management, N.A., a national non-depository trust bank, is subject to supervision, regulation and examination by
the OCC. Additionally, the other non-bank subsidiaries are supervised and examined by the Federal Reserve
Board and various other federal and state agencies.

Citizens' insured depository institution subsidiaries are also subject to cross-guaranty liability under federal law.
This means that if one FDIC-insured depository institution subsidiary of a multi-institution bank holding company
fails or requires FDIC assistance, the FDIC may assess "commonly controlled" depository institutions for the
estimated losses suffered by the FDIC. Such liability could have a material adverse effect on the financial
condition of any assessed subsidiary institution and on Citizens as the common parent. While the FDIC's cross-
guaranty claim is generally junior to the claims of depositors, holders of secured liabilities, general creditors and
subordinated creditors, it is generally superior to the claims of shareholders and affiliates.




Payment of Dividends
There are various statutory restrictions on the ability of Citizens' banking subsidiaries to pay dividends or make

other payments to the Holding Company. Each of the state-chartered banking subsidiaries is subject to dividend
limits under the laws of the state in which it is chartered. In addition, Citizens Bank and F&M Bank-lowa are
member banks of the Federal Reserve System, subject to the dividend limits of the Federal Reserve Board. The
Federal Reserve Board allows a member bank to make dividends or other capital distributions in an amount not
exceeding the current calendar year's net income, plus retained net income of the preceding two years.
Distributions in excess of this limit require prior approval of the Federal Reserve Board. Federal Reserve Board
policy provides that, as a matter of prudent banking, a bank holding company generally should not maintain a rate
of cash dividends unless its net income available to common shareholders has been sufficient to fully fund the
dividends, and the prospective rate of earnings retention appears to be consistent with the holding company's
capital needs, asset quality and overall financial condition.

Dividends from a national banking association may be declared only from the bank's undivided profits, and until
the bank's surplus fund equals its common capital, no dividends may be declared unless at least 10% of the
bank's net income for a given time period has been carried to the surplus fund, depending on the frequency of
dividend payments in a given year. The OCC's approval is required if the total of all dividends declared in any
calendar year exceeds the sum of the bank’s net income of that year comhined with its retained net income of the
preceding two years. As of January 1, 2008, Citizens' banking subsidiaries were able to distribute aggregate
dividends of $15.2 million without further regulatory approval. “Item 7 - Management's Discussion and Analysis of
Financial Condition and Results of Operations — Liquidity and Debt Capacity”.

Capital Adequacy and Prompt Corrective Action

The Federal Deposit Insurance Corporation Improvement Act of 1991 ("FDICIA") requires federal regulators to
take prompt corrective action against any undercapitalized institution. FDICIA establishes five capital categories:
well-capitalized, adequately capitalized, undercapitalized, significantly undercapitalized and critically
undercapitalized. Regulatory capital requirements for bank holding companies are evaluated using three capital
measures: (i) leverage capital expressed as a percentage of total assets, (i) risk-based capital expressed as a -
percentage of total risk-weighted assets, and (iii) Tier 1 leverage capital expressed as a percentage of total
assets.

Pursuant to the FDIC’s regulations implementing the prompt corrective action provisions of FDICIA, a bank will be
deemed to be: (i) well-capitalized if the bank has a tofal risk-based capital ratio of 10% or greater, Tier 1 risk-
based capital ratio of 6% or greater and leverage ratio of 5% or greater; (ii) adequately capitalized if the bank has
a total risk-based capital ratio of 8% or greater, Tier 1 risk-based capital ratio of 4% or greater and leverage ratio
of 4% or greater (3% for the most highly rated banks); (iii) undercapitalized if the bank has a total risk-based
capital ratio of less than 8%, Tier 1 risk-based capital ratio of less than 4% or leverage ratio of less than 4% (less
than 3% for the most highly rated banks); (iv) significantly undercapitalized if the bank has a total risk-based
capital ratio of less than 6%, Tier 1 risk-based capital ratio of less than 3% or leverage ratio of less than 3%; and
(v) critically undercapitalized if the bank has a ratio of tangible equity to total assets of 2% or less.

Under certain circumstances, a well-capitalized, adequately capitalized or undercapitalized institution may be
treated as if the institution were in the next lower capital category. A depository institution is generally prohibited
from making capital distributions, including paying dividends, or paying management fees to a holding company if
the institution would thereafter be undercapitalized. Institutions that are adequately but not well-capitalized
cannot accept, renew or rollover brokered deposits except with a waiver from the FDIC and are subject to
restrictions on the interest rates that can be paid on such deposits. Undercapitalized institutions may not accept,
renaw or rollover brokered deposits.

The banking regulatory agencies are permitted or, in certain cases, required to take certain actions with respect to
institutions falling within one of the three undercapitalized categories. Depending on the leve! of an institution's
capital, the agencies’ corrective powers include, among other things:

« prohibiting the payment of principal and interest on subordinated debt;
e prohibiting the holding company from making distributions without prior regulatory approval;
e placing limits on asset growth and restrictions on activities;




placing additional restrictions on transactions with affiliates;

restricting the interest rate the institution may pay on deposits;

prohibiting the institution from accepting deposits from correspondent banks,; and
in the most severe cases, appointing a conservator or receiver for the institution.

A hanking institution that is undercapitalized is required to submit a capital restoration plan, and such a plan will
not be accepted unless, among other things, the banking institution's holding company guarantees the plan up to
a certain specified amount. Any such guarantee from a depository institution's holding company is entitled to a
priority of payment in bankruptcy.

FDICIA also contains a variety of other provisions that may affect Citizens’ operations, including reporting
requirements, regulatory standards for real estate tending, "truth in savings" provisions, and the requirement that
a depository institution give 90 days prior notice to customers and regulatory authorities before closing any
branch.

At December 31, 2007 and 2006, the most recent notification from the Federal Reserve Board categorized
Citizens and all of its depository institution subsidiaries as "well-capitalized” under the regulatory framework for
prompt corrective action, Information concerning capital adequacy guidelines for Citizens and its banking
subsidiaries including their regulatory capital position at December 31, 2007 and maintenance of minimum
average reserve balances by the banking subsidiaries with the Federal Reserve Bank is incorporated herein by
reference from “item 7 - Management's Discussion and Analysis of Financial Condition and Results of
Operations” under the captions "Capita! Resources” and "Liquidity and Debt Capacity" and Note 21 to the
Consolidated Financial Statements.

FDIC insurance Assessments

On November 30, 2006, the FDIC adopted a new rule for calculating deposit insurance based on a risk-weighting.
The new rule took effect on January 1, 2007, and increased the assessment amount for all insured institutions for
payments due June 30, 2007 and forward. The risk-based system places a bank in one of four risk categories,
principally on the basis of its capital level and an evaluation of the bank's risk to the relevant deposit insurance
fund, and bases premiums on the probability of loss to the FDIC with respect to each individual bank. Under the
Federal Deposit Insurance Act, depository institutions such as Citizens' subsidiary banks may not pay interest on
indebtedness, if such interest is required to be paid out of net profits, or distribute any of its capital assets while it
remains in default on any assessment due to the FDIC.

Included as part of the FDIC assessment is the Financing Corporation (“FICO”) assessment. FICO was
established to finance the Federal Savings and Loan Insurance Corporation resclution fund. All FDIC insured
banks are required to pay into this resolution fund through the Deposit Insurance Fund (*DIF"). The current
annual assessment DIF rate is 0.01% of total deposits.

The new minimum annual assessment rate is 0.05% for a well-capitalized bank, while the maximum annual rate is
0.43%. Ailso on November 30, 2006, the FDIC issued a one time credit to institutions that were in existence on
December 31, 1996 and paid a deposit insurance assessment prior to that date, or are classified as a “successor”
to such an institution. For assessment periods during 2007, well-capitalized institutions, such as Citizens Bank
and F&M-lowa could offset up to 100% of the assessment with this credit. For assessment periods after 2007,
this credit can offset up to 90% of the assessment. Citizens does not expect that any of its bank subsidiaries will
pay significant insurance assessments in 2008. However, the FDIC retains the ability to increase regular
insurance assessments and to levy special additional assessments.

Interstate Banking

Under the Riegle-Neal Interstate Banking and Branching Efficiency Act of 1984 ("Riegle-Neal Act"), as amended,
a bank holding company may acquire banks in states other than its home state, subject to any state requirement
that the bank has been organized and operating for a minimum period of time (not to exceed five years) and the
requirement that the bank holding company not control, prior to or following the proposed acquisition, more than
10% of the total amount of deposits of insured depository institutions nationwide or, unless the acquisition is the
bank holding company's initial entry into the state, more than 30% of such deposits in the state, or such lesser or
greater amount set by the state. The Riegle-Neal Act also authorizes banks to merge across state lines, thereby




creating interstate branches. Banks are also permitted to acquire and to establish de novo branches in other
states where authorized under the faws of those states.

Transactions with Affiliates

Transactions between Citizens' subsidiary banks and their affiliates are governed by Sections 23A and 23B of the
Federal Reserve Act. The affiliates of the banks include any entity controlled by Citizens. Generally, Sections
23A and 23B (i} limit the extent to which the subsidiary banks may engage in "covered transactions” with any one
affiliate to an amount equal to 10% of the Corporation’s capital stock and surplus, and maintain an aggregate limit
on all such transactions with affiliates to an amount equal to 20% of the bank's capital stock and surplus, (i)
require that a bank's extensions of credit to such affiliates be fully collateralized (with 100% to 130% collateral
coverage, depending on the type of collateral), (jii) prohibit the bank from purchasing or accepting as collateral
from an affiliate any "low quality assets” (including nonperforming loans) and (iv) require that all "covered
transactions” be on terms substantially the same, or at least as favorable, to the bank or its subsidiary as those
provided to a non-affiliate. The term "covered transaction” includes the making of loans, purchase of assets,
issuance of a guarantee and other types of similar transactions.

Loans to Insiders

The Federal Reserve Act and related regulations impose specific restrictions on loans to directors, executive
officers and principal stockholders of banks. Under Section 22(h) of the Federal Reserve Act and its
implementing regulations, loans to a director, an executive officer and to a principal shareholder of a bank, and
some affiliated entities of any of the foregoing, may not exceed, together with all other outstanding loans to such
person and affiliated entities, the bank's loan-to-one-borrower limit. Loans in the aggregate to insiders and their
related interests as a class may not exceed the bank's unimpaired capital and unimpaired surplus. Section 22(h)
and its implementing regulations also prohibit loans, above amounts prescribed by the appropriate federal
banking agency, to directors, executive officers and principal shareholders of a bank or bank holding company,
and their respective affiliates, unless such loan is approved in advance by a majority of the board of directors of
the bank with any "interested" director not participating in the voting. Section 22(h) generally requires that loans
to directors, executive officers and principal shareholders be made on terms and underwriting standards
substantially the same as offered in comparable transactions to other persons.

Community Reinvestment Act

Under the Community Reinvestment Act (*CRA") and related regulations, depository institutions have an
affirmative obligation to assist in meeting the credit needs of their market areas, including low and moderate
income areas, consistent with safe and sound banking practice. The CRA requires the adoption by each
institution of a CRA statement for each of its market areas describing the depository institution's efforts to assist in
its community's credit needs. Depository institutions are periodically examined for compliance with CRA and are
periodically assigned ratings in this regard. Banking regulators consider a depository institution's CRA rating
when reviewing applications to establish new branches, undertake new lines of business, and/or acquire part or
all of another depository institution. An unsatisfactory rating can significantly delay or even prohibit regulatory
approval of a proposed transaction by a bank holding company or its depository institution subsidiary.

Citizens Bank was evaluated in 2005 and received an “outstanding” rating. The next evaluation for Citizens Bank
will be June of 2008, F&M Bank-lowa was evaluated in 2006 and received a “satisfactory” rating.

Fair Lending and Consumer Laws

In addition to the Community Reinvestment Act, other federal and state laws regulate various lending and
consumer aspects of the banking business. Governmental agencies, including the Department of Housing and
Urban Development, the Federal Trade Commission and the Department of Justice, have become concerned that
in some cases prospective borrowers experience unlawful discrimination in their efforts to obtain loans from
depository and other lending institutions. These agencies have brought litigation against some depository
institutions alleging discrimination against borrowers. Many of these suits have been settled, in some cases for
material sums, short of a full trial.

These governmental agencies have clarified what they consider to be lending discrimination and have specified
various factors that they will use to determine the existence of lending discrimination under the Equal Credit
Opportunity Act and the Fair Housing Act. These factors include evidence that a lender discriminated on a
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prohibited basis, evidence that a lender treated applicants differently based on prohibited factors in the absence
| of evidence that the treatment was the result of prejudice or a conscious intention to discriminate, and evidence

that a lender applied an otherwise neutral non-discriminatory policy uniformly to all applicants, but the practice
had a discriminatory effect, unless the practice could be justified as a business necessity.

Banks and other depository institutions also are subject to numerous consumer-criented laws and regulations.
These laws, which include the Truth in Lending Act, the Truth in Savings Act, the Real Estate Settlement
Procedures Act, the Electronic Funds Transfer Act, the Equal Credit Opportunity Act, and the Fair Housing Act,
require compliance by depository institutions with various disclosure requirements and requirements regulating
the availability of funds after depaosit or the making of certain loans to customers.

Gramm-Leach-Bliley Act of 1999
The Gramm-Leach-Bliley Act of 1999 (the "GLBA") covers a broad range of issues, including a repeal of most of

the restrictions on affiliations among depository institutions, securities firms and insurance companies. The
following description summarizes some of its significant provisions.

The GLBA repealed sections 20 and 32 of the Glass-Steagall Act, thus permitting unrestricted affiliations between
banks and securities firms. It also permits bank holding companies to elect to become financial holding
companies. A financial holding company may engage in or acquire companies that engage in a broad range of
financial services, including securities activities such as underwriting, dealing, investment, merchant banking,
insurance underwriting, sales and brokerage activities. In order to become a financial holding company, the bank
holding company and all of its affiliated depository institutions must be well-capitalized, well-managed and have at
least a satisfactory Community Reinvestment Act rating. Citizens has determined not to become certified as a
financial holding company at this time. The Corporation may reconsider this determination in the future.

The GLBA provides that the states continue to have the authority to regulate insurance activities, but prohibits the
states in most instances from preventing or significantly interfering with the ability of a bank, directly or through an
affiliate, to engage in insurance sales, solicitations or cross-marketing activities. Although the states generally
must regulate bank insurance activities in a non-discriminatory manner, the states may continue to adopt and
enforce rules that specifically regulate bank insurance activities in specific areas identified under the law. The
federal bank regulatory agencies adopted insurance consumer protection reguiations that apply to sales
practices, solicitations, advertising and disclosures.

The GLBA repealed the broad exemption of banks from the definitions of "broker"” and "dealer” for purposes of the
Securities Exchange Act of 1934, as amended. It also identifies a set of specific activities, including traditional
bank trust and fiduciary activities, in which a bank may engage without being deemed a "broker,” and a set of
activities in which a bank may engage without being deemed a "dealer." Additionally, the law makes conforming
changes in the definitions of "broker” and "dealer" for purposes of the Investment Company Act of 1940, as
amended, and the Investment Advisers Act of 1940, as amended.

The GLBA alsc contains extensive customer privacy protection provisions. Under these provisions, a financial
institution must provide to its customers, both at the inception of the customer relationship and on an annual
basis, the institution's policies and procedures regarding the handling of customers' nonpublic personal financial
information. The new law provides that, except for specific limited exceptions, an institution may not provide such
personal information to unaffiliated third parties unless the institution discloses to the customer that such
information may be so provided and the customer is given the opportunity to "opt out” of such disclosure. An
institution may not disclose to a non-affiliated third party, other than to a consumer reporting agency, customer
account numbers or other similar account identifiers for marketing purposes. The GLBA also provides that the
states may adopt customer privacy protections that are more strict than those contained in the GLBA.

Anti-Money Laundering and the USA Patriot Act of 2001

In 2001, Congress enacted the Uniting and Strengthening America by Providing Appropriate Tools Required to
Intercept and Obstruct Terrarism Act of 2001 {the “Patriot Act”). The Patriot Act is designed to deny terrorists and
criminals the ability to obtain access to the United States’ financial system and has significant implications for
depository institutions, brokers, dealers, and other businesses involved in the transfer of money, The Patriot Act
mandates that financial services companies implement policies and procedures with respect to additional
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measures designed to address the following matters: money laundering, terrorist financing, identifying and
reporting suspicious activities and currency transactions, and currency crimes.

The Patriot Act also substantially broadened existing anti-money laundering legislation, imposed new compliance
and due diligence obligations, created new crimes and penalties, and compelted the production of documents
located both inside and outside the United States. The U.S. Treasury Department has issued a number of
regulations that apply some of these requirements to financial institutions such as Citizens' banking subsidiaries.
The regulations impose new obligations on financial institutions to maintain appropriate policies, procedures and
controls to detect, prevent and report money laundering and terrorist financing. Pursuant to the Patriot Act and
the related regulations, Citizens has established anti-money laundering compliance and due diligence programs
that include, among other things, the designation of a compliance officer, employee training programs and an
independent audit function to review and test the program.

ECONOMIC FACTORS AND MONETARY POLICY

Citizens’ earnings and business are affected by the general economic and political conditions in the United States
and abroad and by the monetary and fiscal policies of various federal regulatory authorities, including the Federal
Reserve System. Through open market securities transactions, variations in the Federal Funds rate and the
establishment of reserve requirements, the Board of Governcrs of the Federal Reserve System exerts
considerable influence on interest rates and the supply of money and credit. The effect of fluctuating economic
conditions and federal regulatory policies on Citizens’ future profitability cannot be predicted with any certainty.
The effect of the economy and changes in interest rates on Citizens’ net interest margin and net interest income
in 2007, 2006, and 2005 and their potential effect on future periods is discussed in “Item 7 - Management's
Discussion and Analysis of Financial Condition and Results of Operations - Net Interest Income" and is
incorporated herein by reference. Citizens’ sensitivity to changes in interest rates and the potential effect of
changes in interest rates on net interest income is presented in “ltem 7 - Management's Discussion and Analysis
of Financial Condition and Results of Operations - Interest Rate Risk" and incorporated herein by reference.
Citizens' policy for addressing credit risk, the effect of the economy on credit risk in 2007, 2006, and 2005 and its
potential effect on future periods is discussed in “ltem 7 — Management's Discussion and Analysis of Financial
Condition and Resuits of Operations — Critical Accounting Policies” and “ltem 7 — Management's Discussion and
Analysis of Financial Condition and Results of Operations — Allowance for Loan Losses” and incorporated herein
by reference.

ENVIRONMENTAL MATTERS

Citizens’ primary exposure to environmental risk is through lending activities and trust services. In each instance,
policies and procedures are in place to mitigate environmental risk exposures. With respect to lending activities,
Citizens requires environmental site assessments at the time of loan origination to confirm collateral quality on
commercial real estate parcels posing higher than normal potential for environmental impact, as determined by
reference to present and past uses of the subject property and adjacent sites. Environmental assessments are
also mandated prior to any foreclosure activity involving non-residential real estate collateral. In the case of trust
services, Citizens utilizes various types of environmental transaction screening to identify actual and potential
risks arising from any proposed holding of non-residential real estate for trust accounts. Consequently, the
Corporation does not anticipate any material effect on capital expenditures, earnings or the competitive position of
Citizens or any of its subsidiaries with regard to compliance with federal, state or local environmental protection
laws or regulations. Additional information is provided in "Item 3. Legal Proceedings."

ITEM 1A. RISK FACTORS

Unless otherwise noted or the context indicates otherwise, all references in this ltem to "we,” "us,” or “our,” refer to
Citizens and its subsidiaries. An investment in our common stock is subject to risks inherent to our business.
The material risks and uncertainties that we believe affect us are described below. The risks and uncertainties
described below are not the only ones we face. Additional risks and uncertainties that we are not aware of or
focused on or currently deem immaterial may also impair business operations. This report is qualified in its
entirety by these risk factors. If any of the following risks actually occur, our financial condition and results of
operations could be materially and adversely affected. If this were to happen, the value of our common stock
could decline significantly, and shareholders could lose all or part of their investment.
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We face the risk that loan losses, including unanticipated loan losses due to changes in loan portfolios,
fraud and economic factors, will exceed the allowance for loan losses and that additional increases in the
allowance will be required which would cause our net income to decline and could have a negative
impact on our capital and financial position.

Making loans is an essential element of our business, and we recognize there is a risk that customer loans will not
be repaid. The risk of nonpayment is affected by a number of factors, including:

the duration of the loan;

credit risks of a particular borrower;

changes in economic and industry conditions; and

in the case of a collateralized loan, risks resulting from uncertainties about the future value of the collateral,
such as deterioration in commercial and residential real estate values.

. o * @

We attempt to maintain an appropriate allowance for loan losses to provide for potential losses in our loan
portfolio. We periodically determine the amount of the allowance based on consideration of several factors
including the ongoing review and grading of the loan portfolio, consideration of past loan loss experience as well
as that of the banking industry, trends in past due and nonperforming loans, risk characteristics of the various
classifications of loans, existing economic conditions, the fair value of underlying collateral, the size and diversity
of individual credits, and other qualitative and quantitative factors which could affect probable credit losses. We
determine the amount of the allowance for loan losses by considering these factors and by using estimates
related to the amount and timing of expected future cash flows on impaired loans, estimated losses on pools of
homogeneous loans based on our historical loss experience as well as that of the banking industry with additional
qualitative factors for various issues, and allocation of reserves for special situations that are unique to the
measurement period with consideration of current economic trends and conditions, all of which are susceptible to
significant change. Because current economic conditions can change and future events are inherently difficult to
predict, the anticipated amount of estimated loan losses, and therefore the adequacy of the allowance, could
change significantly.

There is no precise method of predicting loan losses, and therefore we always face the risk that charge-offs in
future periods will exceed our allowance for loan losses and that additional increases in the allowance for loan
losses will be required. Additions to the allowance for loan losses would cause net income to decline in the
period(s) in which such additions occur and could also have a material adverse impact on capital and financial
position.

While we attempt to manage the risk from changes in market interest rates, interest rate risk management
techniques are not exact. In addition, we may not be able to economically hedge our interest rate risk. A
rapid or substantial increase or decrease in interest rates could adversely affect our net interest income
and results of operations,

Our net income depends primarily upon our net interest income. Net interest income is income that remains after
deducting, from total income generated by earning assets, the interest expense attributable to the acquisition of
the funds required to support earning assets. Income from earning assets includes income from loans,
investment securities and short-term investments. The amount of interest income is dependent on many factors
including the volume of earning assets, the general level of interest rates, the dynamics of the change in interest
rates and the levels of nonperforming loans. The cost of funds varies with the amount of funds necessary to
support earing assets, the rates paid to attract and hold deposits, rates paid on borrowed funds and the levels of
noninterest-bearing demand deposits and equity capital.

Different types of assets and liabilities may react differently, and at different times, to changes in market interest
rates. We expect that we will periodically experience "gaps” in the interest rate sensitivities of our assets and
liabilities. That means either our interest-bearing liabilities will be more sensitive to changes in market interest
rates than our interest earning assets, or vice versa. When interest-bearing liabilities mature or reprice more
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quickly than interest-earning assets, an increase in market rates of interest could reduce our net interest income.
Likewise, when interest-earning assets mature or reprice more quickly than interest-bearing liabilities, falling
interest rates could reduce net interest income. We are unable to predict changes in market interest rates which
are affected by many factors beyond our control including inflation, recession, unemployment, money supply,
domestic and international events and changes in the United States and other financial markets. Based on our
net interest income simulation model, if market interest rates were to increase immediately by 100 or 200 basis
points (a parallel and immediate shift of the yield curve) net interest income would be expected to decrease by
0.1% and 1.5%, respectively, from what it would be if rates were to remain at December 31, 2007 levels. An
immediate 100 or 200 basis point parallel decline in market rates would be expected to decrease net interest
income by 1.0% and 2.6%, respectively, from what it would be if rates were to remain at December 31, 2007
levels. Net interest income is not only affected by the level and direction of interest rates, but also by the shape of
the yield curve, relationships between interest sensitive instruments and key driver rates, as well as balance sheet
growth, client loan and deposit preferences and the timing of changes in these variables.

We attempt to manage risk from changes in market interest rates, in part, by controlling the mix of interest rate-
sensitive assets and interest rate-sensitive liabilities. We continually review our interest rate risk position and
modify our strategies based on projections to minimize the impact of future interest rate changes. We aiso use
derivative financial instruments to modify our exposure to changes in interest rates. Holding residential mortgage
loans for sale and committing to fund residential mortgage loan applications at specific rates may pose interest
rate risk during the period from loan funding until sale. To minimize this risk, we enter into mandatory forward
commitments to sell residential mortgage loans. However, interest rate risk management techniques are not
exact. A rapid increase or decrease in interest rates could adversely affect results of operations and financial
performance.

An economic downturn, and the negative economic effects caused by terrorist attacks, potential attacks
and other destabilizing events, would likely contribute to the deterioration of the quality of our loan
portfolio and could reduce our customer base, level of deposits, and demand for financial products such
as loans.

High inflation, natural disasters, acts of terrorism, an escalation of hostilities or other international or domestic
occurrences, increased unemployment, changes in securities markets and other factors could have a negative
impact on the economy of the Upper Midwest regions in which we operate. A sustained economic downturn in
our markets would likely contribute to the deterioration of the quality of our loan portfolio by impacting the ability of
our customers to repay loans, the value of the collateral securing loans, and may reduce the level of deposits in
our banking subsidiaries and the stability of our deposit funding sources. A sustained economic downturn could
also have a significant impact on the demand for our products and services. The cumulative effect of these
matters on our results of operations and financial condition would likely be adverse and could be material.

If we are unable to continue to attract core deposits or continue to obtain third party financing on
favorable terms, our cost of funds will increase, adversely affecting the ability to generate the funds
necessary for lending operations, reducing net interest margin and negatively affecting resuits of
operations.

Our subsidiary banks derive liquidity through core deposit growth, maturity of money market investments, and
maturity and sale of investment securities and loans. Additionally, our subsidiary banks have access to financial
market borrowing sources on an unsecured, and a collateralized basis for both short-term and long-term purposes
including, but not limited to, the Federal Reserve and Federal Home Loan Banks of which the subsidiary banks
are members. If these funding sources are not sufficient, we may have to acquire funds through higher-cost
sources.

Qur credit ratings were reviewed and affirmed by Standard and Poor’s Rating Service and Dominion Bond Rating
Service in July 2007, and Moody's Investor Service in September 2007. On February 20, 2008, Fitch Ratings
downgraded the long-term Issuer Default Ratings for Citizens Republic Bancorp, Inc. to 'BBB-' from ‘BBB'.
Wholesale funding represents an important source of liquidity to us, and credit ratings affect the availability and
cost of this funding. We currently have the ability to borrow funds on both a short-term and long-term basis as an
additional source of liquidity. Our Holding Company maintains a $100.0 million short-term revolving credit facility
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with three unaffiliated banks. As of December 31, 2007, there was no outstanding batance on this credit facility.
The credit agreement requires us to maintain certain financial covenants. We determined we were non-compliant
with a covenant of the revolving credit agreement regarding nonperforming asset levels as of December 31, 2007.
We have obtained waivers from the three financia! institutions involved in the revolving credit facility through
Decemnber 31, 2007. We will have to re-negotiate the line of credit with the three financial institutions in order to
utilize the revolving credit facility after December 31, 2007, If our ratings were downgraded, our ability to borrow
funds at favorable rates may be negatively impacted and could adversely affect our results of operations and
financial condition.

Increased competition with other financial institutions or an adverse change in our relationship with a
number of major customers could reduce our net interest margin and net income by decreasing the
number and size of loans originated, the interest rates charged on these loans and the fees charged for
services to customers. If we lend to customers who are less likely to pay in order to maintain historical
origination levels, we may not be able to maintain current loan quality levels.

Our banking subsidiaries face substantial competition in originating commercial and consumer loans. This
competition comes principally from other banks, savings institutions, mortgage banking companies and other
fenders. Many of our competitors have competitive advantages, including greater financial resources and higher
lending limits, a wider geographic presence, more accessible branch office locations, the ability to offer a wider
array of services or more favorable pricing alternatives, as well as lower origination and operating costs. This
competition could reduce our net income by decreasing the number and size of the loans that we criginate and
the interest rates we charge on these loans.

In attracting business and consumer deposits, we face substantial competition from other insured depository
institutions such as banks, savings institutions and credit unions, as well as institutions offering uninsured
investment afternatives, including money market funds. Many competitors enjoy advantages, including greater
financial resources, more aggressive marketing campaigns and better brand recognition and more branch
locations. These competitors may offer higher interest rates, which could decrease the deposits that we attract or
require us to increase rates to retain existing deposits or attract new deposits. Increased deposit competition
could adversely affect our ability to generate the funds necessary for lending operations which could increase our
cost of funds.

We also compete with non-bank providers of financial services, such as brokerage firms, consumer finance
companies, credit unions, insurance companies and governmental organizations which may offer more favorable
terms. Some non-bank competitors are not subject to the same extensive regulations that govern banking
operations. As a resuit, such non-bank competitors may have advantages over us in providing certain products
and services. This competition may reduce or limit our margins on banking and non-banking services, reduce our
market share and adversely affect our earnings and financial condition.

The financial services industry coutd become even more competitive as a result of legislative, regulatory and
technological changes and continued consolidation. Banks, securities firms and insurance companies can merge
under the umbrella of a financial holding company, which can offer virtually any type of financial service, including
banking, securities underwriting, insurance (both agency and underwriting) and merchant banking. Also,
technology has lowered barriers to entry and made it possible for non-banks to offer products and services
traditionally provided by banks, such as automatic transfer and automatic payment systems.

We are party to various lawsuits incidental to our business. Litigation is subject to many uncertainties
such that the expenses and ultimate exposure with respect to many of these matters cannot be
ascertained,

From time to time, customers and others make claims and take legal action pertaining to our performance of
fiduciary responsibilities. Whether customer claims and legal action are founded or unfounded, if such claims and
legal actions are not resolved in our favor they may result in significant financial liability and/or adversely affect
the market perception of us and our products and services as well as impact customer demand for those products
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and services. Any financial liability or reputation damage could have a material adverse effect on our business,
which, in turn, could have a material adverse effect on our financial condition and results of operations.

The financial services industry is undergoing rapid technological changes. If we are unable to adequately
invest in and implement new technology-driven products and services, we may not be able to compete
effectively, or the cost to provide products and services may increase significantly.

The financial services industry is undergoing rapid technological changes with frequent introduction of new
technology-driven products and services. In addition to better serving customers, the effective use of technology
increases efficiency and enables financial service institutions to reduce costs. Our future success will depend, in
part, upon our ability to address the customer needs by using technology to provide products and services to
enhance customer convenience, as well as to create additional operational efficiencies. Many of our competitors
have substantially greater resources to invest in technological improvements. We may not be able to effectively
implement new technology-driven products and services, which could reduce our ability to effectively compete
and, in turn, have a material adverse effect on our financial condition and results of operations.

Our business may be adversely affected by the highly regulated environment in which we operate. We
may be adversely affected by changes in banking laws, regulations, and regulatory practices at either the
federal or state level. Such changes would affect our ability to offer new products and services, obtain
financing, pay dividends from the subsidiaries to our Holding Company, attract deposits, or make loans
and leases at satisfactory spreads. Such changes may also result in the imposition of additional costs.

The banking industry is heavily regulated, and such regulations are intended primarily for the protection of
depositors and the federal deposit insurance funds, not shareholders or holders of subordinated debt. As a bank
holding company, our Holding Company is subject to regulation by the Federal Reserve Board. Our bank
subsidiaries each have their own federal regulator (the Federal Reserve Board, the FDIC or the OCC) and are
also subject to regulation by the state banking departments of the state in which they are chartered. These
regulations affect lending practices, capital structure, investment practices, dividend policy and growth. In
addition, we have non-bank operating subsidiaries from which we derive income. Certain of these non-bank
subsidiaries engage in providing investment management and insurance brokerage services, which industries are
also heavily regulated on both a state and federa! level. In addition, changes in laws, regulations and regulatory
practices affecting the financial services industry could subject us to additional costs, limit the types of financial
services and products we may offer and/or increase the ability of non-banks to offer competing financial services
and products, among other things. Failure to comply with laws, regulations or policies could result in sanctions by
regulatory agencies, civit money penalties and/or reputation damage, which could have a material adverse effect
on our business, financial condition and results of operations. While we have policies and procedures designed to
prevent any such violations, there can be no assurance that such violations will not occur.

The products and services offered by the banking industry and customer expectations regarding them
are subject to change. We attempt to respond to perceived customer needs and expectations by offering
new products and services, which are often costly to develop and market initially. A lack of market
acceptance of these products and services would have a negative effect on financial condition and
results of operations.

From time to time, we implement new lines of business or offer new products and services within existing lines of
business. There are substantial risks and uncertainties associated with these efforts, particularly in instances
where the markets are not fully developed. In developing and marketing new lines of business and/or new
products and services we may invest significant time and resources. We may not achieve initial timetables for the
introduction and development of new lines of business and/or new products or services and price and profitability
targets may not prove feasible. External factors, such as compliance with regulations, competitive alternatives,
and shifting market preferences, may also impact the successful implementation of a new line of business or a
new product or service. Furthermore, any new line of business and/or new product or service could have a
significant impact on the effectiveness of our system of internal controls. Failure to successfully manage these
risks in the development and implementation of new lines of business or new products or services could have a
material adverse effect on business, results of operations and financial condition.
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New accounting or tax pronouncements or interpretations may be issued by the accounting profession,
regulators or other government bodies which could change existing accounting methods. Changes in
accounting methods could negatively impact our results of operations and financial condition.

Current accounting and tax rules, standards, policies, and interpretations influence the methods by which financial
institutions conduct business, implement strategic initiatives and tax compliance, and govern financial reporting
and disclosures. These laws, regulations, rules, standards, policies, and interpretations are constantly evolving
and may change significantly over time. Events that may not have a direct impact on us, such as the bankruptcy
of major U.S. companies, have resulted in legislators, regulators, and authoritative bodies, such as the Financial
Accounting Standards Board, the Securities and Exchange Commission, the Public Company Accounting
Oversight Board, and various taxing authorities, responding by adopting and/or proposing substantive revision to
laws, regulations, rules, standards, policies, and interpretations. New accounting pronouncements and varying
interpretations of accounting pronouncements have occurred and may occur in the future. A change in
accounting standards may adversely affect reported financial condition and results of operations.

Our business continuity plans or data security systems could prove to be inadequate, resulting in a
material interruption in, or disruption to, our business and a negative impact on the results of operations.

We rely heavily on communications and information systems to conduct our business. Any failure, interruption or
breach in security of these systems, whether due to severe weather, natural disasters, acts of war or terrorism,
criminal activity or other factors, could result in failures or disruptions in general ledger, deposit, loan, customer
relationship management, and other systems. While we have disaster recovery and other policies and
procedures designed to prevent or limit the effect of the failure, interruption or security breach of our information
systems, there can be no assurance that any such failures, interruptions or security breaches will not occur or, if
they do occur, that they will be adequately addressed. The occurrence of any failures, interruptions or security
breaches of our information systems could damage our reputation, result in a loss of customer business, subject
us to additional regulatory scrutiny, or expose us to civil litigation and possible financial liability, any of which could
have a material adverse effect on our results of operations.

Our vendors could fail to fulfill their contractual obligations, resulting in a material interruption in, or
disruption to, our business and a negative impact on our results of operations.

We have entered into subcontracts for the supply of current and future services, such as data processing and
certain property management functions. These services must be available on a continuous and timely basis and
be in compliance with any regulatory requirements. Failure to do so could substantially harm our business.

We often purchase services from vendors under agreements that typically can be terminated on a periodic basis.
There can be no assurance, however, that vendors will be able to meet their obligations under these agreements
or that we will be able to compel them to do so. Risks of relying on vendors include the following.

. if an existing agreement expires or a certain service is discontinued by a vendor, then we may not be able to
continue to offer our customers the same breadth of products and our operating results would likely suffer
unless we are able to find an alternate supply of a similar service.

. Agreements we may negotiate in the future may commit us to certain minimum spending obligations. It is
possible we will not be able to create the market demand to meet such obligations.

. If market demand for our products increases suddenly, our current vendors might not be able to fulfill our
commercial needs, which would require us to seek new arrangements or new sources of supply, and may
result in substantial delays in meeting market demand.

. We may not be able to control or adequately monitor the quality of services we receive from our vendors.
Poor quality services could damage our reputation with our customers,

Potential problems with vendors such as those discussed above could have a significant adverse effect on our

business, lead to higher costs and damage our reputation with our customers and, in turn, have a material
adverse effect on our financial condition and results of operations.
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Our potential inability to integrate acquired operations could have a negative effect on our expenses and
results of operations.

In the past, we have grown through strategic acquisitions, such as our recent acquisition of Republic, and we may
engage in strategic acquisitions in the future to strengthen and expand our operating and marketing capabiities.
The full benefits of these acquisitions, however, require integration of administrative, financial, sales, lending,
collections, marketing approaches, and personnel. If we are unable to successfully integrate these acquisitions,
we may not realize the benefits of the acquisitions, and our financial results may be negatively affected. A
completed acquisition may adversely affect our financial condition and results of operations, including our capital
requirements and the accounting treatment of these acquisitions. Completed acquisitions may also lead to
significant unexpected liabilities after the consummation of these acquisitions.

Events such as significant adverse changes in the business climate, adverse action by a regulator,
unanticipated changes in the competitive environment, and a decision to change our operations or
dispose of an operating unit could have a negative effect on the goodwill or other intangible assets we
recorded at the time of the Republic merger such that we may need to record an impairment charge,
which could result in a negative impact on our results of operations.

Under current accounting standards, goodwilt and certain other intangible assets with indeterminate lives are no
longer amortized but are assessed at least annually for impairment, or when impairment indicators are present.
After evaluating goodwill and other intangible assets, we may determine that one or both are deemed to be
impaired for accounting purposes. If we identify an impairment, it would be reflected as a charge to earnings in
the period during which such impairment is identified and could have a material adverse effect on our results of
operations. If an impairment is significant enough to result in negative net income for the period, it might affect
the banks' ability to upstream dividends to the Holding Company, which could have a material adverse effect on
our liquidity and ability to pay dividends to shareholders.

We could face unanticipated environmental liabilities or costs related to real property owned or acquired
through foreclosure. Compliance with federal, state and local environmental laws and regulations,
including those related to investigation and clean-up of contaminated sites, could have a negative effect
on expenses and results of operations.

A significant portion of our loan portfolio is secured by real property. During the ordinary course of business, we
may foreclose on and take title to properties securing certain loans. In doing so, there is a risk that hazardous or
toxic substances could be found on these propertles If hazardous or toxic substances are found, we may be
liable for remediation costs, as well as for personal injury and property damage. Environmental laws may require
us to incur substantial expenses and may materially reduce the affected property’s value or limit our ability to use
or sell the affected property. In addition, future laws or more stringent interpretations or enforcement policies with
respect to existing laws may increase our exposure to environmental liability. Although we have policies and
procedures to perform an environmental review before initiating any foreclosure action on real property, these
reviews may not be sufficient to detect all potentiat environmental hazards. The remediation costs and any other
financial liabilities associated with an environmental hazard could have a material adverse effect on results of
operations.

As a bank hoiding company that conducts substantially all of our operations through our subsidiaries,
the ability of our Holding Company to pay dividends, repurchase our shares or to repay our indebtedness
depends upon the results of operations of our subsidiaries and their ability to pay dividends to our
Holding Company. Dividends paid by these subsidiaries are subject to limits imposed by federal and
state law,

The Holding Company is a separate and distinct legal entity from our subsidiaries and it receives substantially all
of its revenue from dividends from its subsidiaries. These dividends are the principal source of funds to pay
dividends on common stock and interest and principal on debt. Various federal and/or state laws and regulations
limit the amount of dividends that our bank subsidiaries and certain non-bank subsidiaries may pay to the Holding
Company. At January 1, 2008, its subsidiaries were permitted to pay $15.2 million in dividends. Also, our
Holding Company's right to participate in a distribution of assets upon a subsidiary’s liquidation or reorganization
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is subject to the prior claims of the subsidiary’s creditors. In the event its subsidiaries are unable to pay dividends
to our Holding Company, it may not be able to service debt, pay obligations or pay dividends on common stock.

Our controls and procedures may fail or be circumvented which could have a material adverse effect on
our business, results of operations and financial condition.

We regularly review and update our internal controls, disclosure controls and procedures, and corpeorate
governance policies and procedures. Any system of controls, however well designed and operated, is based in
part on certain assumptions and can provide only reasonable, not absolute, assurances that the objectives of the
system are met. Any failure or circumvention of our controls and procedures or failure to comply with regulations
related to controls and procedures could have a material adverse effect on our business, results of operations and
financial condition.

Our articles of incorporation and bylaws as well as certain banking laws may have an anti-takeover effect.

Provisions of our articles of incorporation and bylaws and federal banking laws, including regulatory approval
requirements, could make it more difficult for a third party to acquire our Holding Company, even if doing so would
be perceived to be beneficial to shareholders. The combination of these provisions effectively inhibits a non-
negotiated merger or other business combination, which, in turn, could adversely affect the market price of our
common stock.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None

ITEM 2. PROPERTIES

Citizens' executive offices are located at 328 South Saginaw Street, Flint, Michigan in the main office building of
Citizens Bank, the largest bank subsidiary. The bank subsidiaries operate through 238 offices. Of these, 66 are
leased and the remainder are owned and not subject to any material liens. Rent expense on the leased
properties totaled $6.7 million in 2007. The banking offices are located in various communities throughout the
states of Michigan and Wisconsin, and in parts of Ohio, lowa, and Indiana and are used by all of Citizens’
business segments. At certain Citizens Bank and F&M Bank locations a portion of the office buildings are leased
to tenants. Additional information related to the property and equipment owned or leased by Citizens and its
subsidiaries is incorporated herein by reference from Notes 1 and 8 to the Consolidated Financial Statements.

ITEM 3. LEGAL PROCEEDINGS

Citizens is party to a number of lawsuits incidental to its business. Although litigation is subject to many
uncertainties and the ultimate exposure with respect to many of these matters cannot be ascertained, Citizens
does not believe the ultimate outcome of these matters will have a material adverse effect on its financial
condition or liquidity.

From time to time, certain of the Corporation's subsidiaries are notified by applicable environmental regulatory
agencies, pursuant to state or federal environmental statutes or regulations, that they may be potentially
responsible parties ("PRPs") for environmental contamination on or emanating from properties currently or
formerly owned. Typically, exact costs of remediating the contamination cannot be fully determined at the time of
initial notification. While, as PRPs, these subsidiaries are potentially liable for the costs of remediation, in most
cases, a number of other PRPs have been identified as being jointly and severally liable for remediation costs.
Additionally, in certain cases, statutory defenses to liability for remediation costs may be asserted based on the
subsidiaries' status as lending institutions that acquired ownership of the contaminated property through
foreclosure. Citizens is not presently aware of any environmental liabilities that pose a reasonable possibility of
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future material impact on its earnings. It is Citizens’ policy to establish and accrue appropriate reserves for all
such identified exposures during the accounting period in which a loss is deemed to be probable and the amount
is determinable.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None

PART I

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

The Holding Company's common stock is traded on the NASDAQ Global Select Market™™ (*"NASDAQ") under the
symbol “CRBC". There were approximately 35,000 shareholders of the Holding Company's common stock as of
December 31, 2007, which includes record holders and individual participants in security position listings.

Information regarding the Holding Company's high and low stock prices and cash dividends declared during each
quarter of the last two fiscal years is set forth in the table below. Restrictions on the Holding Company’s ability to
pay dividends are incorporated herein by reference from Note 21 to the Consolidated Financial Statements. In
late February 2008, the Holding Company announced its intention to decrease the quarterly dividend from $0.28
per share to $0.14 per share. This represents a 52% reduction from the previous rate of $0.29 per share that was
most recently paid on February 14, 2008.

Dividends Common Stock -
Declared Price Range Closing )
Per Share High Low Price N
2007
Fourth quarter $ 0290 $ 1737 $ 1300 $ 14518
Third quarter 0.290 20.38 15.01 16.11
Second quarter 0.290 22.50 18.02 18.30
First quarter ___0.290 2695 2197 22.16
Year $ 1160 $ 2695 $ 13.00 $ 1451
2006
Fourth quarter $ 029 $ 2806 $ 2450 % 2650
Third quarter 0.290 27.04 2325 26.26
Second quarter 0.290 27.60 23.791 24.4]
First quarter 0.285 28.66 25.62 26.85
Year § 1155 $§ 2866 $ 2325 § 2650

In addition, the information under the caption “Equity Compensation Plan Informatlon under Item 12 of this
Report is incorporated herein by reference.

-

Stock Performance Graph

The following graph summarizes the annual percentage change in the cumulative total shareholder return of the
Holding Company’s common stock for the last five years compared with the S&P 500 Index and the KBWS0 Index
(Keefe, Bruyette & Woods, Inc. 50 Bank Index). The graph assumes the investment in Citizens’ common stock
and each index was $100 on December 31, 2002 and the reinvestment of all dividends. The returns shown on the
graph are not necessarily indicative of future performance.
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The dollar values for total sharsholder return plotted in the graph above are as follows:

CRBC KBW 50 S&P 500
12/31/2002 $100.0 " 7$100.0 $100.0
12/31/2003 1377 134.0 128.6
12/31/12004 148.7 147.5 142.6
12/31/2005 125.8 149.2 149.6
12/31/2006 125.5 178.2 173.1
12/31/2007 : 734 137.2 182.6

Issuer Repurchases of Equity Securities

Citizens' did not repurchase any shares during the fourth quarter of 2007. The stock repurchase program is
discussed in more detail in Note 16 to the Consolidated Financial Statements.

ITEM 6. SELECTED FINANCIAL DATA

The selected financial data presented below are derived from Citizens' audited consoclidated financial statements
and should be read in conjunction with its Consolidated Financial Statements for the years ended December 31,
2007, 2006, and 2005, and notes thereto and “ltem 7. Management's Discussion and Analysis of Financial
Condition and Results of Operations,” included elsewhere in this Annual Report. Material events or changes that
affect the comparability of information in the table are described in “ltem 7. Management’'s Discussion and
Analysis of Financial Condition and Results of Operations — Recent Developments” and “ - Significant
Developments in 2006 and 2005."
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Five Year Summary of Selected Financial Data

(in thousands, except per share dala) 2007 2006 2005 2004 2003
For The Year
Netinterestincome $ 382179 § 263120 §$ 275749 § 271698 § 280,705
Provision for loan losses " 45177 11,265 1,109 21,609 62,008
Noninterest income before securities gains (losse 122,593 97,728 89,435 92,971 92,952
Investment securities gains (losses) ™ (25) (7.101) {8,927 (1,513) 101
Noninterestexpense 327,423 259,827 243,042 260,278 228,866
income tax provision (benefit) from continuing ope 31,305 13,319 31,581 19,590 18,375
Income from continuing cperations 100,842 63,336 80,525 61,679 64,509
Discontinued operations (after tax) 9 - - - 14,418 1442
Netincome 100,342 63,336 80,525 76,097 65,951
Cash dividends 87,799 49,530 49,311 49,286 49478
Per Common Share Data
Income from continuing operations:
Basic $ 134 § 148 § 187 § 143 § 149
Diluted 1.33 147 1.85 1.41 148
Discontinued operations;
Basic $ - 3 - $ - $ 033 § 0.03
Diluted - - - 0.33 0.03
Netincome:
Basic $ 134 § 148 § 187 % 176 § 1.52
Diluted 133 147 1.85 1.74 1.51
Cash dividends 1.160 1.155 1.140 1.140 1.140
Book value, end of year 20.84 2058 15.28 15.13 14.69
Tangible book value 10.20 9.65 1375 13.55 13.03
Market value, end of year 14.51 26.50 27.75 34.35 32.72
At Year End, Confinuing Operations
Assets $13,505,983 $14,002612 §$7,750,688 $7,704633 $7,543,304
Portfolic loans 9,501,244 9,231,082 5616119 53033656 5,164,416
Deposits 8,301,925 8,698,061 5,473,839 5,209,760 5,274,082
Long-term debt 2,939,510 2,638,964 1,004,914 948,521 935,260
Shareholders' equity 1,577,880 1,557,686 656,463 654,302 635,162
At Year End, Combined )
Assets $13,505,983 314002612 $7,750688 $7,704633 §7.709.471
Portfolic loans 7 9,501,244 9,231,082 5,616,119 5,393,365 5,247 818
Deposits 8,301,925 8,698,061 5473,839 5,299,760 5,442,267
Long-term debt 2,939,510 2,638,964 1,004,914 948,521 935,260
Shareholders' equity 1,577,880 1,557,686 656,463 654,302 635,162
Average For The Year, Continuing Operations
Assels $13,320421  $ 7704231 $7,776522 §$758397% §$7,509573
Earning assets 11,851,100 7,250,843 7.348.168 7.164,365 7,097,607
Portfolio loans @ 9,212,066 5,657.476 5,493,280 5210817 5,140,450
Deposits 8,168,893 5,587,967 5,286,390 5277670 5478315
Interest-bearing deposits 7,029,198 4,666,387 4,355,337 4,379,150 4,626,593
Repurchase agreements and
other short-term borrowings 721,086 374,088 812,642 653,442 454,339
Long-term debt 2,728,181 995,940 937,182 934,550 860,407
Shareholders' equity 1,549,961 660,996 653,004 639,631 632,060
Average For The Year, Combined
Assets $13,320,421 $ 7704231 §$7,776522 $7.683,334 $7692634
Eaming assets 11,851,100 7,250,843 7,348,168 7,259,660 7,272,887
Portfolio loans @ 9,212,066 5657476 5,493,280 5,259,303 5234246 °
Deposits 8,168,893 5,587,967 5,286,390 5,375,297 5,665,533
Interest-bearing deposits 7,029,198 4,666,387 4,355,337 4,460,391 4,787,594
Repurchase agreesments and
other short-term borrowings 721,086 374,088 812,642 655472 458,673
Long-term debt 2,728,181 995,940 937,182 934,550 860,407
Shareholders' equity 1,549,961 660,996 653,004 639,631 632,060
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Five Year Summary of Selected Financial Data (Continued)
(in thousands, except per share data) 2007 20086 2005 2004 2003

Financial Ratlos, Continuing Operations
Retumn on average:

Shareholders' equity 6.51% 9.58% 12.33% 9.64% 10.21%

Earning assets 0.85 0.87 1.10 0.85 0.91

Assets 0.76 0.82 1.04 0.81 0.86
Average shareholders’ equity/avg. assets 11.64 8.58 8.40 8.43 8.42
Dividend payout ratio 87.07 78.20 61.24 79.91 76.70
Net interest margin (FTE) @ 3.38 3.81 3.94 3.99 417
Tier | leverage ratio ® 7.53 7.22 7.98 7.84 7.45
Tier | risk-based capital ratio 9.18 9.41 9.94 9.96 9.80
Total risk-based capital ratio 11.66 11.80 13.22 13.32 13.23

Financial Ratios, Combined
Return on average;

Shareholders’ equity 6.51% 9.58% 12.33% 11.90% 10.43%

Earning assets 0.85 0.87 1.10 1.05 0.91

Assets 0.76 0.82 1.04 0.99 0.86
Average shareholders' equity/avg. assets 11.64 8.58 8.40 8.32 B8.22
Dividend payout ratio 87.07 78.20 61.24 64.77 75.02
Net interest margin (FTE) ¢ 3.38 3.81 394 3.99 4.15
Tier | leverage ratio *! 7.53 7.22 7.98 7.84 7.45
Tier | risk-based capital ratio 9.18 9.41 9.94 9.96 9.80
Total risk-based capital ratio 11.66 11.90 13.22 13.32 13.23

) Provision for loan losses in 2005 includes a $9.1 million insurance settltement relating to a claim for recovery of fraud losses suffered in connection with two loans
made by the Corporation and subsequently charged-off in 2002 and 2003.

i Noninterest income includes, in 2005, a charge of $3.6 milllen related to a fair value change in CD swap derivatives.

) Investment securitles gains (losses) includes a $7.2 million other-than-temporary impairment charge related to the restructuring of the balance sheet as a result of
the Republic merger in 2006 and losses of $9.0 million on the sale of investment securities in 2005.

“) Noninterest expense includes restructuring and merger-related expenses of $8.2 million in 2007 and $11.3 million in 2006 related to the Republc marger. The year
2003 includes a spectal charge credit of $0.7 million related to accrual reversals primarily for employee benefits and severance.

4% Discontinued operations in 2004 includes an after-tax gain of $12.8 million for the sale of the IHinois bank subsidiary.

{8) Tangible book value is an estimate of what a company would be worth if it was liquidated becausa it removes the effect of goodwill and intangible assets from the
calculation. The formula uses ending balances and is caculated as follows; (Shareholders' equity - Goodwill - Intangible assets)/Shares outstanding.

) Balances exclude loans held for sale.

{® Net intarast margin Is presented on an annual basis and includes taxable equivalen! adjustments to Interest Income of $18.5 million, $13.7 million, $13.4 million,
$13.2 million and $13.3 million for the years ended December 31, 2007, 2008, 2005, 2004 and 2003, respectively, based on a tax rate of 35%,

9 In 2006, the Tier | leverage ratio is calculated using ending assets instead of average assets dus to the Republic merger on Dacember 29, 2006.

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

The following presents management's discussion and analysis of Citizens' financial condition and results of
operations for each of the past three years and should be read in conjunction with the accompanying
Consolidated Financial Statements and Notes. The discussion highlights the principal factors affecting earnings
for the years 2007, 2006, and 2005 and the significant changes in balance sheet items from December 31, 2006
to December 31, 2007 and is intended to help the reader understand, from management's perspective, the
consolidated financial statements, notes to financial statements, and the accompanying tables, charts and
financial statistics appearing elsewhere in this report. Where applicable, this discussion also reflects
management's insights regarding known events and trends that have or may reasonably be expected to have a
material effect on the Corporation's operations and financial condition.

Citizens completed its merger with Republic Bancorp Inc. (*Republic”) on December 29, 2006. As a result,
December 31, 2006 ending balances in this report, including “Management’s Discussion and Analysis of Financial
Condition and Results of Operations,” incorporate all of Republic’'s assets and liabilities at estimated fair market
value. Due to the timing of the merger, average balances and income and expense amounts in this report for the
full year of 2008 reflect only legacy Citizens results, including Citizens’ restructuring and merger-related




expenses. All pre-merger financial data inciude only legacy Citizens performance and do not incorporate results
of the former Republic.

Forward-Looking Statements

Discussions in this report that are not statements of historical fact (including statements that include terms such
as ‘will” "may,” "should,” "believe," "expect," "anticipate,” "estimate,” “project,” "intend," and "plan" and
statements about future financial and operating results, plans, objectives, expectations and intentions) are
forward-looking statements that involve risks and uncertainties, and actual future results could materially differ
from those discussed. Factors that could cause or contribute to such differences include, without limitation, risks
and uncertainties detailed from time to time in Citizens' filings with the Securities and Exchange Commission,
including those listed in “Itern 1A. Risk Factors,” of this report.

Other factors not currently anticipated may also materially and adversely affect Citizens’ results of operations and
financial condition. There can be no assurance that future results will meet expectations. While the Corporation
believes that the forward-locking statements in this report are reasonable, the reader should not place undue
reliance on any forward-looking statement. In addition, these statements speak only as of the date made.
Citizens does not undertake, and expressly disclaims, any obligation to update or alter any statements whether as
a result of new information, future events or otherwise, except as may be required by applicable law.

OVERVIEW

Nature of Citizens' Business

Citizens is a diversified banking and financial services company that provides a full range of banking and financial
services to individuals and businesses through its subsidiaries Citizens Bank and F&M Bank-lowa. The
Corporation also provides wealth management services through Citizens Bank Wealth Management, N.A., and
through the affiliate trust department of F&M Bank-lowa. Citizens conducts operations through 238 offices and
265 ATM locations throughout Michigan, Wisconsin, Ohio, lowa, and Indiana. Citizens operates in three major
business lines: Specialty Commercial, Regional Banking and Wealth Management. Citizens’ performance is
monitored by an internal profitability measurement system that provides line of business results as presented in
“Iltem 7 — Management’s Discussion and Analysis of Financial Condition and Results of Operations — Line of
Business Results” and Note 17 to the Consolidated Financial Statements, incorporated herein by reference.

The Corporation's primary source of revenue is net interest income, which is the difference between interest
income on earning assets such as loans and securities and interest expense on liabilities, including interest-
bearing deposits and borrowings used to fund those assets. Net interest income is affected by fluctuations in the
amount and composition of earning assets and funding sources and in the yields earned and rates paid,
respectively, on these assets and liabilities. The Corporation measures the level of interest income relative to
earning assets and interest bearing liabilities through two statistics - interest spread and net interest margin. The
interest spread represents the difference between yields on eaming assets and the rates paid for interest-bearing
liabilities. The net interest margin is expressed as the percentage of net interest income to average eaming
assets. Citizens' sensitivity to changes in interest rates and the potential effect of changes in interest rates on net
interest income is presented in “ltem 7 - Management's Discussion and Analysis of Financial Condition and
Results of Operations — Interest Rate Risk" and incorporated herein by reference.

Proper management of the volume and composition of the Corporation’s earning assets and funding sources is
essential for ensuring strong and consistent earnings performance, maintaining adequate liquidity and.limiting
axposure to risks caused by changing market conditions. Citizens’ investment securities portfolio is structured to
provide a source of liquidity principally through the maturity of the securities heid in the portfolio and to generate
an income stream with relatively low levels of principal risk. Loans comprise the largest component of .eaming
assets and are the highest yielding assets. Client deposits are the primary source of funding for earning assets
while short-term debt and other managed sources of funds are utilized as market conditions and liguidity needs
change.

The Corporation monitors and manages its liquidity position so that funds will be available at a reasonable cost to
meet client cash flow needs, white maintaining funds available for loan and investment opportunities as well as to
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pay dividends to shareholders, service debt, invest in subsidiaries, finance business expansion, satisfy other
operating requirements and take advantage of unforeseen opportunities. Citizens derives its liquidity through
core deposit growth, maturity of money market investments, and maturity and sale of investment securities and
loans. The Corporation also has access to market borrowing sources for both short-term and long-term purposes.

Citizens' other principal source of revenue is noninterest income, particularly fees and other revenue from
financial services provided to customers. Citizens’ noninterest income includes service charges on deposit
accounts, fees charged for trust services related to personal, institutional and employee benefit products and
services, revenue related to loan products, including commercial loan fees and mortgage banking revenue, and
fees for various other services, such as brokerage and investment services, ATM network use, and financial
services.

Performance Summary
An analysis of the major components of net income in 2007, 2006 and 2005 is presented below.

Table 1. Three Year Summary of Net Income Components Year Ended December 31,
{in thousands) 2007 2006 2005
Interestincome $ 807911 $472,352 $423,249
Interest expense 425,732 209,232 147,500
Net interestincome 382,179 263,120 275,749
Provision for loan losses ‘" 45177 11,265 1,108
Noninterestincome ¢" 122,568 90,627 80,508
Noninterest expense 327,423 259,827 243,042
Income tax provision‘” 31,305 19,319 31,581
Net income $ 100,842 $ 63,336 $ 80525

™ Includes significant charges and/or gains as follows:
Provision for loan losses $ - $ — $ 9125
Noninterest income

Losses from sale of investment securities - — (8,976)
Impairment writedowns on investment securities - (7,163) -
Fair value change in CD swap derivatives - (207) (3,604)
Total gains and other charges recorded in noninterest income - {7,370) (12,580)
Noninterest expense
Expenses related to merger activities but not treated as
restructuring or merger-related (10,142) (6,322) —
Restructuring and merger related expenses (8,247) {11,324) —
Total charges recorded in noninterest expense (18,389) (17.646) -
Tax benefit (expanse) 6,438 8,756 1,209
Netincrease (decrease) to Income $ (11953) §(16260) § (2.246)

Citizens recorded net income of $100.8 million in 2007 or $1.33 per diluted share, compared with net income of
$63.3 million or $1.47 per diluted share in 2006, an increase of $37.5 million in net income and a decrease of
$0.14 per diluted share. While both years include restructuring and merger-related expenses and other
transaction costs associated with the Republic merger, the results for 2006 do not include Republic activity.
Return on average assets and return on average equity for 2007 were 0.76% and 6.51%, respectively, compared
with 0.82% and 9.58%, respectively, for 2006. Key factors behind these results were:

» Net interest income for 2007 increased $119.1 million or 45.2% to $382.2 million compared with 2006 while
the net interest margin percentage decreased from 3.81% to 3.38% during the same period. The increase in
net interest income was the result of incorporating Republic’s average eamings assets, partially offset by the
lower net interest margin. The margin compression was due to funds migrating within the deposit portfolio
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from lower cost savings and transaction accounts to higher cost savings and time deposits, continued pricing
pressure on loans and the continued effects of the interest rate environment, partially offset by a shift in asset
mix from investment securities to higher yielding commercial loans.

+ The provision for loan losses increased $33.9 million over 2006 due to higher net charge-offs as a result of
the credit quality issues in the post-merger commercial real estate loan portfolio. Total net charge-offs
increased $34.7 million in 2007 to $50.9 million or 0.55% of average portfolio loans outstanding compared
with $16.3 million or 0.29% for 2006. The increase was primarily the result of incorporating the Republic loan
portfolios and an increase in commercial real estate charge-offs.

s Noninterest income increased $31.9 million or 35.2% to $122.6 million compared with 2006. The increase
was primarily due to incorporating Republic revenue, the effect of a $7.2 million other-than-temporary
impairment charge (investment security loss) in the fourth quarter of 2008, and, to a lesser extent, growth in
legacy Citizens’ revenue stream, partially offset by the effect of fully recognizing a deferred gain of $2.9
million on the 2004 sale of the former downtown Royal Oak, Michigan office during the first quarter of 2006.

¢ Noninterest expense increased $67.6 million or 26.0% to $327.4 million compared with 2006. The increase
was primarily the result of incorporating Republic activity, $10.1 million in additional expenses that are related
to merger activities but not treated as restructuring or merger-related, and, to a lesser extent, higher
professional services and legacy Citizens data processing services and telephone expenses, partially offset
by lower restructuring and merger-related expenses in 2007, the effects of five items in 2006: $2.0 million in
additional depreciation; $1.4 million for re-branding and customer communication, $1.1 million net pension
curtailment loss, $1.8 million prepayment penalty on FHLB debt and the effect of a $1.5 million contribution to
Citizens’ charitable foundation.

» Income tax expense increased $12.0 million or 62.0% to $31.3 million compared with 2006. The increase
was primarily due to higher pre-tax income for 2007. The 2007 effective tax rate was 23.69% compared with
23.37% for 2006. The slight increase in the effective tax rate was because the ratio of permanent favorable
difference to pre-tax income is lower in 2007.

CRITICAL ACCOUNTING POLICIES

Citizens' Consolidated Financial Statements are prepared in accordance with 1U.S. generally accepted accounting
principles (*GAAP") and follow general practices within the industry in which the Corporation operates.
Application of these principles requires management to make estimates, assumptions, and compiex judgments
that affect the amounts reported in the financial statements and accompanying notes. These estimates,
assumptions and judgments are based on information available as of the date of the financial statements;
accordingly, as this information changes, the financial statements could reflect different estimates, assumptions
and judgments. Actual results could differ significantly from those estimates. Certain policies inherently have a
greater reliance on the use of estimates, assumptions, and judgments and as such, have a greater possibility of
producing results that could be materially different than originally reported. Estimates that are particularly
susceptible to significant change include the determination of the allowance for loan losses, goodwill and other
intangibles, the benefit obligation and net periodic pension expense for employee pension and postretirement
benefit plans, derivative financial instruments and hedging activities, and income taxes. Citizens believes that
these estimates and the related policies discussed below are important to the portrayal of the Corporation’s
financial condition and results. Therefore, management considers them to be critical accounting policies and
discusses them directly with the Audit Committee of the Board of Directors. Citizens’ significant accounting
policies are more fully described in Note 1 to the Consolidated Financial Statements.

Allowance for Loan Losses

The allowance for loan losses represents Citizens' estimate of probable losses inherent in the loan portfolio, the
largest asset category on the consolidated balance sheet. Determining the amount of the allowance for loan
losses is considered a critical accounting policy because it requires significant judgment and the evaluation of
several factors: the ongoing review and grading of the loan portfolio, consideration of past Citizens’ and relevant
banking industry loan loss experience, trends in past due and nonperforming loans, risk characteristics of the
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various classifications of loans, existing economic conditions, the fair value of underlying collateral, the size and
diversity of individual large credits, and other qualitative and guantitative factors which could affect probable credit
losses. Other considerations include the use of estimates related to the amount and timing of expected future
cash flows on impaired loans, estimated losses on pools of homogeneous loans based on historical Citizens’ or
relevant banking industry loss experience and additional qualitative factors for various issues. Additionally, an
allocation of reserves is established for special situations that are unique to the measurement period with
consideration of current economic trends and conditions. Because current economic conditions can change and
future events are inherently difficult to predict, the anticipated amount of estimated loan losses, and therefore the
adequacy of the allowance, could change significantly.

The Corporation’'s allowance for loan loss methodology is based on guidance provided in SEC Staff Accounting
Bulletin 102, “Selected Loan Loss Allowance Methodology and Documentation lssues” and includes allowance
allocations calculated in accordance with Statement of Financial Accounting Standards (*SFAS™) 114, “Accounting
by Creditors for Impairment of a Loan,” as amended by SFAS 118, “Accounting by Creditors for Impairment of a
Loan-Income Recognition and Disclosures,” and allowance allocations determined in accordance with SFAS 5,
“Accounting for Contingencies.” Portions of the allowance may be allocated for specific credits, however, the
entire allowance is available for any credit that, in management’s judgment, should be charged off. While
management utilizes its best judgment and information available, the ultimate adequacy of the allowance is
dependent upon a variety of factors beyond the Corporation’s control, including the performance of the
Corporation’s loan portfolio, the economy, changes in interest rates and the view of the regulatory authorities
toward loan classifications. See the section captioned “Allowance for Loan Losses” elsewhere in this discussion
for further details of the risk factors considered by management in estimating the necessary level of the allowance
for loan losses. :

The Corporation’s allowance for loan losses consists of three elements: (i) specific allocated allowances
determined in accordance with SFAS 114 based on probable losses on specific commercial or commercial real
estate loans; (ii) risk allocated allowance which is comprised of several homogenous loan pool valuation
allowances determined in accordance with SFAS 5 based on quantitative Citizens’ or banking industry loan loss
experience for similar loans with similar risk characteristics, including additional qualitative risks upon the best
judgment of management; and (iii) general valuation allowances based on existing regional and local economic
factors, including deterioration in commercial and residential real estate values, a macroeconomic adjustment
factor used to calibrate for the current economic cycle the Corporation is experiencing, and other judgmental
factors supported by qualitative documentation such as the inherent imprecision of loan loss projection models.

Specific altocated allowances are established in cases where management has identified significant conditions or
circumstances related to a credit that management believes indicate it is probable that a foss will be incurred.
The specific credit allocations are based on a regular analysis of all commercial and commercial reat estate loans
over a fixed dollar amount where the internal credit rating is at or below a predetermined classification.

Citizens’ risk allocated allowance, which is comprised of several homogenous loan pool valuation allowances is
calculated based on historical data with additional qualitative risk determined by the judgment of management.
Industry loan loss experience rather than Citizens’ own historical data, which for some portfolios is limited, is
utilized when, in the judgment of management, the industry loan loss experience more comprehensively porirays
the current loss environment for any loan pool. Qualitative factors, both internal and external to the Corporation,
considered by management include: {i) the experience, ability and effectiveness of Citizens’ lending management
and staff; (ii) the effectiveness of the Corporation’s loan policies, procedures and internal controls; (iii) changes in
asset quality; (iv) changes in loan portfolio volume; (v} the composition and concentrations of credit; (vi) the
impact of competition on loan structuring and pricing; (vii) the effectiveness of the internal loan review function;
{viii) the impact of environmental risks on the portfolioc and (ix) the impact of rising interest rates on the portfolio.
Citizens evaluates the degree of risk that these components have on the quality of the loan portfolio on a quarterly
basis. Based upon the Corporation’s analysis, appropriate estimates for qualitative risks are established.
Included in the qualitative valuations are allocations for groups of similar loans with risk characteristics that
exceed certain concentration limits. Concentration risk guidelines have been established, among other things, for
certain industry concentrations, large balance and highly leveraged credit relationships, and loans originated with
policy exceptions. Quatitative allowances may also include estimates of inherent but undetected losses within the
portfolio due to uncertainties in economic conditions, delays in obtaining information, including unfavorable
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information about a borrower's financial condition, the difficulty in identifying triggering events that correlate
perfectly to subsequent loss rates, and risk factors that have not yet manifested themselves in loss allocation
factors. The historical losses used may not be representative of actual losses inherent in the portfolio that have
not yet been realized.

The general valuation allowance is based on management's estimate of the effect of current general economic
conditions on current loan pools and the inherent imprecision in loan loss projection models. The uncertainty
surrounding the strength and timing of economic cycles, including concerns over the effects of the prolonged
economic downturn for the Corporation’s business footprint in the current cycle, also affects the estimates of loss.

Continuous credit monitoring processes and the analysis of loss components are the principal methods relied
upon by management to ensure that changes in estimated credit loss levels are reflected in Citizens' allowance
for loan losses on a timely basis. Citizens utilizes the experience of other banking institutions and regulatory
guidance in addition to its own experience. In addition, various regulatory agencies, as an integral part of their
examination process, periodically review the allowance for loan losses. Such agencies may require additions to
the allowance based on their judgment on information available to them at the time of their examination.

Actual loss ratios experienced in the future may vary from those projected. In the event that management
overestimates future cash flows or underestimates losses on loan pools, the Corporation may be required to
increase the provision for loan losses, which would have a negative impact on the results of operations in the
period in which the increase occurred. Note 1 to the Consolidated Financial Statements describes the
methodology used to determine the allowance for loan losses, and a discussion of the factors driving changes in
the amount of the allowance for loan losses is included under "Allowance for Loan Losses."

The methodology used by Republic Bank to estimate its allowance for loan losses at December 31, 2006 was not
conformed to the process used by the other subsidiary banks. However, the process used by Republic Bank was
not significantly different than the process used by the other subsidiary banks. As of December 31, 2007, all
loans are now evaluated under one methodology.

Goodwill ,

Goodwill arises from business acquisitions and represents the value attributable to the unidentifiable intangible
elements in Citizens' acquired businesses. Goodwill is initially recorded at fair value and is subsequently
evaluated at least annually for impairment in accordance with SFAS No. 142, “Goodwill and Other Intangible
Assets.” The Corporation performs this annual test as of September 30 of each year, Evaluations are also
performed on a more frequent basis if events or circumstances indicate impairment could have taken place. Such
events could include, among others, a significant adverse change in the business climate, an adverse action by a
regulator, an unanticipated change in the competitive environment, and a decision to change the operations or
dispose of a reporting unit.

The first step in this evaluation process is to determine if a potential impairment exists in any of the Corporation's
reporting units and, if required from the results of this step, a second step, which measures the amount of any
impairment loss. The computations required by steps 1 and 2 call for Citizens to make a number of estimates and
assumptions. In completing step 1, Citizens determines the fair value of the reporting unit that is being evaluated.
In determining the fair value, Citizens generally calculates value using a combination of up to three separate
methods: comparable publicly traded financial service companies, both nationally and in the Midwestern states;
comparable acquisitions of financial services companies, both nationallty and in the Midwestern states; and the
discounted present value of management's estimates. of future cash or income flows. Critical assumptions. that
are used as part of these calculations include:

s selection of comparable publicly traded companies, based on location, size, and business composition; -

+ selection of comparable acquisition transactions, based on location, size, business composition, and date of
the transaction;

¢ the discount rate applied to future earnings, based on an estimate of the cost of capital;

» the potential future earnings of the reporting unit;

» the relative weight given to the valuations derived by the three methods described.




If step 1 indicates a potential impairment of a reporting unit, step 2 requires Citizens to estimate the “implied fair
value” of the reporting unit. This process estimates the fair value of the unit's individual assets and liabilities in
the same manner as if a purchase of the reporting unit were taking place. To do this Citizens must determine the
fair value of the assets, liabilities and identifiable intangible assets of the reporting unit based upon the best
available information. If the value of goodwill calculated in step 2 is less than the carrying amount of goodwill for
the reporting unit, an impairment is indicated and the carrying value of goodwill is written down to the calculated
value.

Since estimates are an integral part of the impairment computations, changes in these estimates could have a
significant impact on any calculated impairment amount. Factors that may significantly affect the estimates
include, among others, competitive forces, customer behaviors and attrition, changes in revenue growth trends,
cost structures and technology, changes in discount rates, changes in stock and mergers and acquisitions market
values, and changes in industry'or market sector conditions.

During the fourth quarter of 2007, Citizens performed its annual goodwill impairment evaluation for the entire
organization by using both market value and transaction value approaches and the discounted cash flow
approach. In the market value approach, Citizens identified a group of publicly traded banks, both nationally and
in the Midwest that is similar in size and location to Citizens Republic Bancorp and then used valuation multiples
developed from the group to apply to the Corporation. In the transaction value approach, Citizens reviewed the
purchase price paid in recent mergers and acquisitions of banks, both nationally and in Midwest which are similar
in size to Citizens Republic Bancorp. ' From these purchase prices Citizens developed a set of valuation multiples,
which it applied to the Corporation. When the discounted cash flow approach was used, Citizens discounted
projected cash flows to their present value to arrive at the estimate of fair value.

Upon completion of the evaluation process, Citizens concluded that no impairment existed. In reaching this
conclusion, Citizens determined that the fair value of goodwill exceeded the recorded value of goodwill. Since
this evaluation process required Citizens to make estimates and assumptions with regard to the fair value of the
Corporation’s reporting units, actual values may differ significantly from these estimates. Such differences could
result in future impairment of goodwill that would, in turn, negatively impact the Corporation’s results of operations
and the business segments where the goodwill is recorded.
Pension and Postretirement Benefits

Pension liabilities are established and pension costs are charged to current operations based on actuarially
determined present value calculations. The valuation of the pension obligation and net periodic pension expense
is considered critical as it requires management to make estimates regarding the amount and timing of expected
future cash outflows including assumptions about employee mortality, expected employee service periods, rate of
employee compensation increases, assumed discount rate and the long-term return on plan assets. If Citizens
were to determine that more conservative assumptions were necessary, costs would likely increase and have a
negative impact on resuits of operations in the period in which the increase occurred. Notes 1 and 13 to the
Consolidated Financial Statements provide further discussion on the accounting for Citizens' employee benefit
plans and the estimates used in determining the actuarial present value of the benefit obligations and the net
periodic pension expense. '

During 2006, Citizens made various changes to its employee benefits programs. Effective December 31, 2006,
Citizens' current defined benefit pension plans were "frozen,” preserving prior earned benefits and replacing the
future accrual of benefits with additional benefits under the defined contribution plan. This change is expected to
result in decreased defined benefit pension plan expense offset by increased defined contribution 401(k) plan
expense in future periods. During 2006, changes were made to the defined benefit pension plans to bring their
termination and death benefit provisions into alignment with each other resulting in a slight increase in pension
expense. On December 31, 2006, the Citizens Banking Corporation Amended and Restated Cash Balance
Pension Plan for Employees and the Citizens Banking Corporation Cash Balance Pension Plan were combined
into a single plan. This combination is expected to result in slightly decreased plan administration costs in future
periods.,

On an annual basis, Citizens determines an expected long-term rate of return on plan assets by analyzing
average historical returns weighted by target asset allocations, projected returns, and projected plan expenses.
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The assumed future earnings on cash balance pension plan accounts were reduced from 6.0% for 2005 to 5.5%
for 2006 and 2007, which reflect the current rate environment, and caused a slight decrease to the liability in
2006, a positive impact on 2007 results, and is expected to have a positive impact on future results. The
healthcare increase trend rate assumption was reset at the end of 2007 to maintain a seven year period to reach
the target trend rate and this action is expected to have a slight negative impact on future results.

For both 2007 and 2006, the determination of the discount rate used for calculating pension benefit and
postretirement benefit obligations was based on a cash flow matching method. A spot yield curve for high quality
bonds rated AA- or better was converted to zero coupon equivalent bond rates. These zero coupon bond rates
were matched to the actuarially determined benefit obligation annual cash flows. The resulting single discount
rate was rounded to a 25 basis point increment. The discount rate was lowered from 5.75% to 5.50% at the end
of 2005, negatively impacting 2006 results, and increased from 5.50% to 5.75% at the end of 2006 positively
impacting 2007 results. The discount rate was further changed at the end of 2007 from 5.75% to 6.00% which
decreased the associated liability and is expected to positively impact future results.

On December 31, 2006 Citizens adopted the recognition and disclosure provisions of SFAS 158, “Employers’
Accounting for Defined Benefit Pension and Other Retirement Plans.” This statement required Citizens to
recognize the funded status (i.e. the difference between the fair value of plan assets and the projected benefit
obligations) of its plans in the December 31, 2006 consolidated balance sheet, with a corresponding adjustment
to accumulated other comprehensive income, net of tax. The adjustment to accumulated other comprehensive
income at adoption represented the net unrecognized actuarial losses and unrecognized prior service costs
remaining from the initial adoption of SFAS 87, "Employers’ Accounting for Pensions,” alt of which were previously
netted against the plan’s funded status in Citizens' statement of financial position pursuant to the provisions of
SFAS 87. These amounts will be subsequently recognized as net periodic plan costs pursuant to Citizens'
historical accounting policy for amortizing such amounts. Further, actuarial gains and losses that arise in
subsequent periods and are not recognized as net periodic plan costs in the same periods will be recognized as a
component of other comprehensive income. Those amounts will be subsequently recognized as a component of
net periodic plan costs on the same basis as the amounts recognized in accumulated other comprehensive
income at adoption of SFAS 158. The adoption of SFAS 158 had no effect on Citizens' consolidated statement of
income for the year ended December 31, 2007, or for any prior period presented, and it will not effect Citizens’
operating results in future periods.

The Pension Protection Act, which was signed into law in August 2006 with a January 1, 2008 effective date,
contains numerous changes and refinements to regulations regarding defined benefit plans, defined contribution
plans, individual retirement accounts and other issues related to retirement planning. Based on proposed IRS
Regulation 104946, issued in December 2007, this Act is not expected to have a material impact on Citizens’
funding obligations or results of operations.

Derivative Financial Instruments and Hedge Accounting

In various aspects of its business, Citizens uses derivative financial instruments to modify its exposure to changes
in interest rates and market prices for other financial instruments. Many of these derivative financial instruments
are designated as hedges for financial accounting purposes. Citizens' hedge accounting policy requires the
assessment of hedge effectiveness, identification of similar hedged item groupings, and measurement of changes
in the fair value of hedged items. If in the future the derivative financial instruments identified as hedges no longer
qualify for hedge accounting treatment, changes in the fair value of these hedged items would be recognized in
current period earnings, and the impact on the consolidated results of operations and reported earnings could be
significant.

For more information on derivative financial instruments and hedge accounting, see Notes 1 and 19 to the
Consolidated Financial Statements.

Income Tax Accounting

Income tax liabilities or assets are established for the amount of taxes payable or refundable for the current year.
Deferred tax liabilities and assets are also established for the future tax consequences of events that have been
recognized in the Corporation’s financial statements or tax returns. A deferred tax liability or asset is recognized
for the estimated future tax effects attributable to temporary differences and deductions that can be carried
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forward (used) in future years. The valuation of current and deferred tax liabilities and assets is considered
critical as it requires management to make estimates based on provisions of the enacted tax laws. The
assessment of tax assets and liabilities involves the use of estimates, assumptions, interpretations, and
judgments concerning certain accounting pronouncements and federal and state tax codes. There can be no
assurance that future events, such as court decisions or positions of federal and state taxing authorities, will not
differ from management’s current assessment, the impact of which could be significant to the consolidated results
of operations and reported earnings. The Corporation believes its tax assets and liabilities are adequate and are
properly recorded in the consolidated financial statements. For more information regarding income tax
accounting, see Notes 1 and 15 to the Consolidated Financial Statements.

RECENT ACCOUNTING PRONOUNCEMENTS

Note 2 to the Consolidated Financial Statements discusses new accounting policies adopted by Citizens during
2007 and 2006 and the expected impact of accounting policies recently issued or proposed but not yet required to
be adopted. To the extent the adoption of new accounting standards materially affects Citizens' financial
condition, results of operations or liquidity, the impact is discussed elsewhere in "Management's Discussion and
Analysis of Financial Condition and Results of Operations” and in Notes 1 and 2 to the Consolidated Financial
Statements.

RECENT DEVELOPMENTS

Branch Sale

In conjunction with the approval of the Republic merger by the Federal Reserve Board of Governors (“Federal
Reserve”) in December 2006, Citizens divested seven Republic branches in the Flint, Michigan banking market.
When the divestiture was completed in April 2007, the branches had $26.4 million in loans and $200.9 million in
deposits. '

Strategic Business Alliances for the Mortgage Operations and Secondary Marketing Functions

On December 10, 2007, Citizens entered into a contract with PHH Mortgage Corporation (“PHH") to perform
mortgage loan processing, servicing of new mortgage loan originations, secondary marketing functions, and cther
mortgage-related loan origination services. Citizens expects to fully implement the strategic business alliance by
the end of March 2008.

This is Citizens’ second strategic business alliance with PHH. On March 10, 20086, prior to the announcement of
the Republic merger, Citizens entered into a contract with PHH to perform substantially the same services as the
new contract. As a result of the December 2006 merger with Republic, Citizens gained further expertise in the
loan processing, servicing and secondary market functions and determined it would no longer need the services
provided by PHH. During 2007, mortgage industry trends and local residential market conditions caused a
significant decrease in mortgage origination volume that is expected to continue into the future. As a result,
Citizens evaluated several options to streamline the cost structure of its mortgage operations and determined that
entering into a new alliance with PHH was its best alternative.

Significant Developments in 2006 and 2005

Republic Merger

Citizens completed its merger with Republic on December 29, 2006. Based on Citizens’ average closing price of

$27.03 for the ten trading day period ended December 28, 2006, the transaction was valued at $13.91 per

Republic share. The aggregate cash and stock consideration consisted of:

¢ $154.9 million in cash

¢ $885.0 million in value from 32.7 million Citizens common shares valued for accounting purposes at $27.03
per share; and

= the exchange of Republic unvested restricted stock and outstanding stock options and warrants for Citizens
restricted stock and stock options valued for accounting purposes at $12.3 million.
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In December 2006, Citizens and Republic decided to consolidate eighteen branches due to their overlapping
markets. The consolidation occurred in the second quarter of 2007,

Enhanced Trust Preferred Securities

On October 3, 2006, Citizens Funding Trust | issued $150 0 million in enhanced trust preferred securities, the
proceeds of which were used to finance the cash portion of the merger consideration and for general corporate
purposes. The enhanced trust preferred securities are listed on the New York Stock Exchange (NYSE symbol:
CTZ-PA). Distributions on the securities, which represent undivided beneficial interests in the assets of the trust,
accrue from the original issue date and are payable quarterly in arrears at an annual rate of 7.50%.

Insurance Settlement

In 2002 and 2003, Citizens charged a total of $20.0 million to its allowance for loan losses after it determined that
two of its borrowers provided falsified reports detailing the value of collateral used for the borrowing base of their
loans. Through collection efforts, loan loss recoveries were subsequently recorded to the allowance for loan
losses totaling $2.4 million over the course of 2003 and 2004. Citizens filed a lawsuit in 2004 against one of its
previous insurers who underwrote a financial institutions bond with a rider which protected Citizens from losses
incurred resulting from reliance on false and fraudulent financial documentation.

In October 2005, Citizens agreed to a settlement of $9.1 million with the insurer, which concluded the matter. The
settliement was accounted for as a loan loss recovery to the allowance for loan losses.

Accounting for Derivative Instruments and Hedging Activities

Citizens incurred a pre-tax cumulative charge during the fourth quarter of 2005 to noninterest income of $3.6
million as a result of determining that the interest rate swaps related to brokered certificates of deposit did not
qualify for fair value hedge accounting treatment under the “short-cut” method of SFAS 133, “Accounting for
Derivative instruments and Hedging Activities,” as amended by SFAS 138 and SFAS 148, “Accounting for Certain
Derivatives and Certain Hedging Activities,” (collectively referred to SFAS 133). Further discussion of this charge
is included in Note 19 to the Consclidated Financial Statements.

Securities Sale

During the fourth quarter of 2005, Citizens incurred a $9.0 million net loss on the sale of securities as the result of
restructuring the investment portfolic. The Corporation sold $322.4 million of investment securities and
purchased $209.4 million of higher vielding securities. The remaining $104.0 million, after netting the $9.0 million
loss, was used to pay down short-term borrowings. The Corporation also entered into a notional amount of $100.0
million in receive-fixed swaps. The decision to sell the securities was based on significant changes in the
asset/liability position of the Corporation. Increases in intermediate and long-term interest rates had extended
the duration of the securities portfolio due to the effect on embedded options, and declines in core deposits had
negatively impacted the duration of liabilities and increased the reliance on wholesale funding. Including the
impact of the swaps, this transaction shortened the duration of the investment portfolio, reduced option risk
related to callable securities and reduced wholesale borrowings. The transaction had a beneficial impact on net
interest margin and net interest income.

RESULTS OF OPERATIONS
NET INTEREST INCOME

An analysis of net interest income, interest spread and net interest margin with average balances and related
interest rates for the full years of 2007, 2006, and 2005 is presented below.
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Table 2. Average Balances/Net Inferest Income/Average Rates

2007 2006 2005
Year Ended December 31 Averaga Awerage Awarage Awrage Average ~ Average
{in thousands) Batance Interest!! Rate!? Balance Interest!™ Rata @ Balance Interest!” Rata'?
Earning Assots
Moneymarket investments $ 1940 $§ 104 537% §$ 2862 § 119 417% $ 2348 § 56 238 %
Investment securitias -
Taxable 1,726,042 88,078 5.10 1077475 48,950 4.54 1,321,154 55,382 419
Tax-exampt 671,753 29,268 6.7T0 449,068 21,413 7.23 426,811 20,789 7.49
FHLB and Federal Reserve si 137,676 6414 4.68 56,700 2,701 476 59,714 3132 5.25
Portfalio Loans
Commercial 2,138,853 155,182 7.38 1,727,232 124676 1.35 1,628,625 98,030 6.15
Commercial real estate 3,903,082 238,240 7.68 1,447,783 103,669 7.16 1,338,870 85,102 6.36
Residential morigage loans 1,490,447 98,878 8.62 540,737 31,343 5.80 513,385 28,611 557
Direct consumer 1,638,084 127,768 7.80 1,099,110 82,804 7.53 1,171,567 74,798 6.38
Indirect consumer 841,600 56,881 8.76 842,608 56,032 6.65 840,833 55,448 6.50
Total portfolio loans 9,212,066 676,749 7.38 5657476 398,524 7.09 5493280 341,989 6.27
Loans held for sale 97,744 7.298 742 16,378 G945 577 35,061 1,901 542
Total eaming assats 11,847,220 807,911 6.98 7259959 472352 670 7,338,368 423249 595
Nonearning Assets
Cash and due from banks 198,908 158,501 158,826
Bank premises and equipment 136,135 119,572 121277
Investment security
fair value adjustment 3,879 (9.1186) 9,801
Other nonearning assets 1,307,126 288,928 268,175
Allowance for loan losses {173,148} {114,613) {119,925}
Total assets $ 13,320,121 $7,704.231 $7.776,522
e N e ——————a—
Interest-Bearing Liabilities
Deposits;
Interest-bearing demand 831,983 5,742 0.59 779,803 5,051 0.65 1,035,579 6,968 0.67
Savings deposils 2,188,296 63,942 292 1,478,492 38,848 263 1,505,604 22,197 1.47
Time deposiis 4,008,919 187,510 4.68 2,408,002 103233 429 1,814,154 55,989 3.09
Short-term borrowings 721,086 34,316 478 374,088 16,017 4.28 812,642 25,929 3.19
Long-term debt 2,728,181 134,222 492 995,940 46,083 4.63 937,182 36417 .89
Total interest-bearing
liabilities 10478465 425732 4.06 6036415 209,232 347 6,105,161 147,500 2.42
Moninterest-Bearing Liabllities
and Shareholders® Equity
Noninterest-bearing demand 1,139,695 921,580 931,053
Other liabilities 152,000 85,240 47,304
Shareholders' equity 1,549,961 660,996 653,004
Total liabilities and
shareholders' equity $13,320121 $7.704,231 $7,776,522
Not Interest income $382179 $263,120 §275748
interest Sproad ¥ 292 % 323 % 353 %
Contribution of noninterest bearing sources of funds 046 0.58 041
Net Interast Margin (99 338 % El % ﬁ %

1 jnterast incoma is show n on an unadjusted basis and therefore does not include taxable equivalent adjusimants.
@ Average rates inchids taxable equivalent adjustments 1o interest income of $18.5 miion, $13.7 miZSon, and $13.4 mifion for the years ended Decermber 31, 2007, 2006, and

2005 respectively, based on 8 35% tax rate,

premiums and accretion of discounts.

# Nonaccrual loans are included in average balances.
) The interest spread and net interest margin are presented on a tax-equivalent basis.
® Bacause noninterest-bearing funding sources, demand deposits, other labilities and shareholders’ equiy also support earning assets, the net interest margin exceeds

the interest spread.
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¥ For presentation in this table, average balances and the corresponding average rates Tor irvestment securities are based upon historical cost, adjusted for amortization of

Unless stated otherwise, average interest rates, net interest margin and net interest spread are presented in “Item
7 - Management's Discussion and Analysis of Financial Condition and Results of Operations” on a fully taxable
equivalent basis. This presentation is customary in the banking industry because it permits comparability of yields
on both taxable and tax-exempt sources of interest income.

Net interest income was $382.2 million in 2007, compared with $263.1 million in 2006 and $275.7 million in 2005.
The increase in net interest income compared with 2006 resulted from an increase in average earning assets of
$4.6 billion, partially offset by a decrease in net interest margin to 3.38% compared with 3.81% in 2006. The
increase in average earning assets resulted from the merger with Republic and, to a lesser extent, organic growth
in the commercial and commercial real estate loan portfolios, partially offset by a reduction in investment




securities balances due to maturing batances not being fully reinvested, a portfolio restructuring during the first
quarter of 2007, and a decrease in residential mortgage and direct consumer loan portfolio balances due to lower
demand in the current Midwest economic environment. The decrease in net interest margin from prior periods
was primarily due to the merger with Republic and, to a lesser extent, to funds migrating within the deposit
portfolio from lower cost savings and transaction accounts to higher cost savings and time deposits, the
movement of commercial loans to nonperforming status, pricing pressure on loans and deposits, the continued
effects of the interest rate environment, and the issuance of $150.0 million of enhanced trust preferred securities
in the fourth quarter of 2006, partially offset by a shift in asset mix from investment securities to higher yielding
commercial loans.

The decrease in net interest income in 2006 compared with 2005 was due to a decrease in average earning
assets of $78.4 million and a decline in the net interest margin to 3.81% in 2006 compared with 3.94% in 2005.
The decline in average earning assets resulted from declines in the investment, loans held for sale and consumer
loan portfolios, partially offset by growth in the commercial, commercial real estate, and residential mortgage loan
portfolios. The decrease in the investment portfolio was the result of the fourth quarter of 2005 restructuring and
maturing balances not being fully reinvested. The decrease in the net interest margin compared with 2005 was
due to funds migrating within the deposit portfolio from lower cost savings and transaction accounts to higher cost
savings and time deposits, continued pricing pressure on loans, the continued effects of the interest rate
environment, and the aforementioned issuance of $150.0 million of enhanced trust preferred securities, partially
offset by a shift in asset mix from investment securities to higher yielding commercial loans, the paydown of short-
term borrowings and restructuring of the investment portfolio during the fourth quarter of 2005.

The table below shows changes in interest income, interest expense and net interest income due to rate and
volume variances for major categories of earning assets and interest-bearing liabilities.
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Table 3. Analysis of Changes in interest Income and Interest Expense

2007 Compared to 2006 2006 Compared to 2005
Increase {Decrease) ncrease (Decrease)
Year Ended December 31 Net Due to Change in Net Due to Change in
{in thousands) Change'” Rate'?  vVolume'? Change!” Rate®  Volume®
interest Income:
Money market investments $ (15) $ 29 $ {44) § 63 $ 49 3§ 14
Investment securities:
Taxable 39,128 6,649 32,479 (6,432) 4,371 {10,803}
Tax-exempt 8,155 {1,646) 9,801 324 (737) 1,061
FHLB and Federal Reserve stc 3,713 (61) 3,774 {431) (278) {153)
Loans:
Commercial 30,506 645 29,861 26,646 20,435 6,211
Commercial rea! estate 134,571 7,994 126,577 18,567 11,301 7.266
Residential mortgage loans 67,335 5,044 62,291 2,732 1,173 1,559
Direct consumer 44,964 3,021 41,943 8,008 12,845 (4,839)
Indirect consumer 849 916 {67) 584 467 117
Total portfolio loans 278,225 17,620 260,605 56,535 46,221 10,314
Loans held for sale 6,353 355 5,998 (956) 115 (1,071)
Total 335,559 22,946 312,613 49,103 49741 (638)
Interest Expense:
Deposits:
Interest-bearing demand 691 342 349 (1.917) (252) (1,665)
Savings 25,094 4,749 20,345 16,651 17,058 (407)
Time 84,277 10,154 74,123 47 244 25,655 21,589
Short-term borrowings 18,299 1,963 16,336 (9,912) 7,010 {16,922)
Long-term debt 88,139 3,094 85,045 9,666 7,275 2,391
Total 216,500 20,302 196,198 61,732 56,746 4,986
Net interest Income $119,059 $ 2,644 $116,415 $(12,629) $ (7,005) $ (5,624)

"} Changes are based on aclual interest income and do not reflect taxable equivalent adjustments.
2 The change in interest not solely due to changes in volume or rates has been allocated in proportion to the absolute dollar
amounts of the change in each.

2007 compared with 2006
The increase in net interest income of $119.1 million in 2007 compared with 2006 reflects rate and volume

variances which were favorable in the aggregate.

Favorable rate variances on assets were partially offset by unfavorable rate variances on liabilities. Favorable
rate variances on assets and unfavorable rate variances on liabilities were the result of higher market interest
rates in 2007 compared with 2006. The unfavorable rate variances for tax-exempt investment securities were the
result of yields on acquired securities being lower than the yield on the pre-merger portfolio.

Favorable volume variances on assets were partially offset by unfavorable volume variances on liabilities.
Favorable volume variances on assets resulted from the merger and organic commercial and commercial real
estate loan growth. Unfavorable volume variances on liabilities resulted from the Republic merger as well as
organic growth in time deposits and increases in short-term borrowings and long-term debt to fund loan growth.

The continued migration of funds from lower vielding deposit products into higher yielding deposit products, the

continued effects of deposit pricing pressure and the rate environment will continue to put downward pressure on
net interest income in 2008.
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2006 compared with 2005
The decrease in net interest income of $12.6 million in 2006 compared with 2005 reflects rate and volume

variances which were unfavorable in the aggregate.

Unfavorable rate variances on liabilities were partially offset by favorable rate variances on assets as a result of
increases in market interest rates. The unfavorable rate variances for tax-exempt investment securities were the
result of yields on maturing balances being higher than yields on new volume due to continued low long-term
interest rates.

Decreases in investment portfolio and direct consumer loan portfolio balances created unfavorable volume
variances which were partially offset by favorable variances created by organic loan growth in the commercial,
commercial real estate, residential mortgage, and indirect consumer loan portfolios. Unfavorable volume
variances in the investment portfolio were the result of maturing balances not having been fully reinvested and the
restructuring of the portfolio in the fourth quarter of 2005. Unfavorable volume variances in the direct consumer
loan portfolio were the result of weaker consumer demand for these products.

Decreases in interest-bearing demand, savings, and short-term borrowings created favorable volume variances
which were partially offset by unfavorable volume variances in time deposits and long-term debt. The deposit
variances were the resuit of customers migrating funds from lower yielding deposit products into higher yielding
deposit products in response to increases in short-term interest rates. The decrease in short-term borrowings
resulted from the restructuring of the investment portfolio in the fourth quarter of 2005.

PROVISION FOR LOAN LOSSES
The provision for loan losses represents a charge against income and a corresponding increase in the allowance
for loan losses.

2007 compared with 2006

The provision for loan losses totaled $45.2 million in 2007, an increase of $33.9 million over 2006. The increase
was primarily the result of higher net charge-offs as a result of the credit quality issues in the post-Republic
merger commercial real estate loan portfolio, deterioration in commercial and residential rea) estate values and
transitioning all of Republic’'s loan portfolios and underwriting practices to be consistent with Citizens’ credit risk
management disciplines.

2006 compared with 2005
The provision for loan losses totaled $11.3 million in 2006, an increase of $10.2 million over 2005. The increase

was primarily the result of a $9.1 million insurance settlement which was accounted for as a loan loss recovery in
2005 and a slight movement in the risk position of the loan portfolio in late 2006. The change in the risk position
was caused by an increase in watch loans, recognized loan deterioration in the real estate refated portfolios, and
Citizens’ proactive credit philosophy.

NONINTEREST INCOME

An analysis of the components of noninterest income is presented in the table below. To provide more
meaningful trend analysis, certain significant transactions not normally incurred are presented separately,
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Noninterest Income

Year Ended December 31, $ Change % Change

(dollars in thousands} 2007 2006 2005  2007-2006 2006-2005 2007-2006 2006-2005
Service charges on deposit accounts $ 48,051 $37709 $3540% §$ 10342 $ 2300 27.4% 6.5%
Trustfees 20,106 19,465 18,445 641 1,020 33 55
Mortgage and other loan income 15,513 9,270 8,983 6,243 287 67.3 32
Brokerage and investment fees 7,901 6,995 7.803 906 (808) 128 {(10.4)
ATM network user fees 6,283 4,011 4355 2272 (344) 56.7 (7.9)
Bankcard fees 6,124 4567 3,804 1.557 763 341 201
Investment securities gains (losses) {25) (7.101) (8,927) 7,076 1,826 {99.7) {20.5)
Fair value change in CD swap derivatives - {(207) (3.604) 207 3,397 (100.0) {94.3)
Other 18,615 15,918 14,240 2,697 1.678 16.9 11.8
Total noninterest income $122,568 $90,627 $80508 $ 31,941 § 10,119 35.2 126

2007 compared with 2006
Noninterest income totaled $122.6 million in 2007, an increase of $31.9 miflion over 2006. The increase was

primarily due to incorporating Republic revenue, the effects of a $7.2 million other-than-temporary impairment
charge (investment security loss) Citizens recorded in 2006 as it no longer had a positive intent to hold $317.3
million of its investment portfolio to recovery due to the balance sheet restructuring associated with completing the
Republic merger, and, to a lesser extent, growth in legacy Citizens’ revenue stream. The increase was partially
offset by the effect of fully recognizing a deferred gain of $2.9 million on the 2004 sale of the former downtown
Royal Oak, Michigan office during 2006.

Service charges on deposit accounts increased due to incorporating Republic activity, and, to a lesser extent, the
impact of revenue enhancement initiatives implemented during 2007. Trust fees increased due to the impact of
stronger financial markets during 2007. Mortgage and other loan income increased due to incorporating Republic
activity, but is expected to level off in future pericds as a result of an anticipated decrease in mortgage loan
origination. The increase in brokerage and investment fees reflects promoting the financial consultants as
“retirement income professionals” through community seminars and targeted mailings, training legacy Republic
branch staff and hiring new financial consultants to support the Republic franchise on this product line during
2007. The increases in ATM network user fees and bankcard fees were primarily due to incorporating Republic
activity. The increase in investment securities gains (losses) reflects the aforementioned impairment charge
recorded in 2006. The increase in other income reflects incorporating Republic activity in 2007, partially offset by
the aforementioned deferred gain on the former downtown Royal Oak, Michigan office in 2006 and losses on the
Holding Company’s venture capital investment in a timited partnership in 2007,

2006 compared with 2005

Noninterest income totaled $90.6 miillion, an increase of $10.1 million or 12.6% over 2005. The variance from the
prior year was primarily the result of higher service charges on deposit accounts, trust fees, bankcard fees, fully
recognizing the deferred gain of $2.9 million on the 2004 sale of the former downtown Royal Oak, Michigan office
during 2006 and two items which occurred in 2005: a $3.6 million charge associated with the accounting
treatment for swaps hedging brokered certificates of deposit and a $9.0 million net loss on the sale of securities
as a result of restructuring the investment portfolio during 2005. The improvements were partially offset by the
aforementioned $7.2 million other-than-temporary impairment charge (investment security loss) Citizens recorded
in the fourth quarter of 2006 and by decreases in brokerage and investment fees and ATM network user fees.

Service charges on deposit accounts reflect the impact of revenue enhancement initiatives implemented in 2006.
Trust fees reflect the impact of stronger financial markets, continued execution of the sales management process
and improved pricing discipline, partially offset by attrition. Mortgage and other loan income reflects the impact of
the mid-2006 alliance with PHH Mortgage, pursuant to which Citizens sold substantially all of its origination
volume to PHH Mortgage, partially offset by the impact of an unfavarable rate environment since the first quarter
of 2005. Brokerage and investment fees reflect Citizens’ strategy implemented in the first quarter of 2006, which
shifted a large portion of its brokerage fee production from reliance on referrals from the branch network and
sales campaigns to its lnvestment Center financial consultants. Other income reflects the impact of closing
Citizens’ title company during 2006 in conjunction with the PHH Mortgage alliance and gains on the sale of
several former branch properties in 2006.
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NONINTEREST EXPENSE
An analysis of the components of noninterest expense is presented in the table below. In order to provide more
meaningful trend analysis, special and certain other significant charges are presented separately.

Noninterest Expense

Year Ended December 31, $ Change % Change
{dollars in thousands) 2007 2006 2005 2007-2006 2006-2005 2007-2006 2006-2005
Salaries and employee benefits $175,895 $132400 $132153 § 43485 $ 247 32.9% 0.2%
Occupancy 30,971 22288 22,131 8,683 157 39.0 0.7
Professional senvices 18,031 15,344 17,279 2,687 {1,935) 17.5 (11.2)
Equipment 14,650 14,691 14,634 {41) 57 (0.3) 04
Data processing senices 16,234 14,989 13,800 1,245 1,189 8.3 86
Advertising and public relations 7,282 5,881 7,853 1,401 {1,972) 238 (25.1)
Postage and delivery 7,800 6,005 6,213 1,705 (118) 28.0 (1.9)
Telephone 8,124 5777 5481 2,347 296 4086 5.4
Other loan expenses 5,518 4,446 2,655 1,072 1,791 241 87.5
Stationery and supplies 2,700 2,530 3,091 170 (561) 6.7 (18.1)
Intangible asset amortization 11,534 2,899 2,899 8,635 - 2879 —
Restructuring and merger related expe 8,247 11,324 — (3,077} 11,324 (27.2) —
Other 20,437 21,163 14 853 (726) 6,310 (3.4) 425
Total noninterest expense $327,423 $259827 $243042 § 67596 $ 16,785 26,0 6.9

2007 compared with 2006
Noninterest expense totaled $327.4 million, an increase of $67.6 million over 2006. The increase was primarily

the result of incorporating Republic activity, and higher professional services, legacy Citizens data processing
services and telephone expenses. During 2007, Citizens incurred $10.1 million in expenses related to
compensation for resources needed to complete the April 27, 2007 computer system conversion, employee
separation agreements, and advertising costs to introduce the Citizens brand to new markets. The increase was
partially offset by lower restructuring and merger-related expenses, the effect of five items in 2006: $2.0 million in
additional depreciation, $1.4 million for re-branding and customer communication, $1.1 million net pension
curtailment loss, a $1.8 million prepayment penalty on FHLB debt, and a $1.5 million contribution to Citizens’
charitable foundation.

The increase in salaries and employee benefits reflects incorporating Republic activity and $5.5 million in
employee separation agreements paid during 2007. Salaries and employee benefits are expected to be lower in
2008 than in 2007 due to the full-year effect of lower staffing levels and the employee separation agreements paid
in 2007. The increase was partially offset by lower pension expense due to a $1.1 million pension curtailment
charge related to freezing benefits in Citizens’ defined benefit cash balance plan during 2006. The increase in
occupancy costs reflects incorporating Republic activity, which was partially offset by the cost savings associated
with the 2007 branch closures. Professional services increased as a result of incorporating Republic activity, as
well as higher professional services expenses due to outsourcing the statement rendering function and a
temporary increase in the use of external service providers while attempting to fill several operational positicns.
While equipment costs were essentially unchanged, increases due to incorporating Republic activity were
substantially offset by lower depreciation expense at legacy Citizens due to an additional $2.0 million of
depreciation expense recorded in 2006 as a result of aligning the service life of previously acquired equipment
with the current capitalization policy. The increase in data processing services reflects implementing enhanced
technology initiatives related to customer online banking functionality. Advenrtising and public relations expenses
increased due to a $1.3 million advertising campaign to introduce Citizens’ brand in new Michigan markets and
Ohio and expenses related to the Citizens 400 NASCAR race sponsorship during 2007. The increase in
telephone expense was primarily the result of incorporating Republic activity. Other loan expenses reflect
incorporating Republic activity and higher foreclosure expenses associated with repossessing commercial and
residential real estate. The increase in intangible asset amortization reflects amortizing the implied premium on
the Republic core deposits, which was established as part of the purchase accounting fair market value
adjustments, over the estimated term of the underlying deposits. Postage and delivery and stationery and
supplies expenses increased primarily as a result of incorporating Republic activity. The decrease in
restructuring and merger-related expenses was primarily the result of recognizing expenses associated with
establishing the restructuring plan at the time of the Republic merger. The decrease in other expense was
primarily due to two items in 2006: the aforementioned prepayment penalty and the aforementioned contribution
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to Citizens' charitable foundation, partially offset by incorporating Republic activity and a $0.9 million liability
during 2007 related to Citizens’ proportionate share of expense related to litigation involving Visa USA (“Visa™), of
which Citizens is a member.

2006 compared with 2005
Noninterest expense totaled $259.8 million, an increase of $16.8 million or 6.9% over 2005. The increase was

the resuit of higher data processing services, other loan expenses, the aforementioned prepayment penalty on
FHLB advances, restructuring and merger-related expenses and other expense, partially offset by decreases in
professional services, advertising and public relations, as well as stationery and supplies. Citizens recorded an
$11.3 million charge in 2006 for restructuring and merger-related expenses associated with the Republic merger.

Salaries and employee benefits were essentially unchanged from 2005 as decreases in hospitalization, social
security and workers compensation were substantially offset by increases in salary costs due to merit increases
awarded in 2006, higher stock-based compensation resulting from a 2005 plan enhancement awarding primarily
restricted stock to employees, as well as the aforementioned $1.1 milion pension curtailment charge.
Professional services decreased from 2005 as a result of 2005 and early 2006 initiatives to develop corporate
strategies to produce enhanced profitability and revenue momentum, enhance overall corperate risk management
and ensure regulatory compliance. Equipment costs, which were essentially unchanged from 2005, included the
aforementioned $2.0 million in additional depreciation. Data processing fees increased over 2005 as a result of
implementing enhanced technology initiatives related to customer online banking functionality late in 2005.
Advertising and public relations decreased from 2005 as a result of an overall reduction in the amount of market-
specific advertising completed in 2006. Telephone expense increased over 2005 as a result of higher cell phone
volume, higher usage charges as a result of the acquisition of the previous provider, and more audio conferences
to bring the merger integration teams together.

Other loan expenses increased over 2005 as a result of the alliance with PHH Mortgage and higher expenses
related to processing commercial loans, partially offset by lower provisicning to fund the reserve for unused loan
commitments, which fluctuates with the amount of unadvanced customer lines of credit. Stationery and supplies
decreased from 2005 as a result of utilizing an online procurement system that has improved expense
management. Other expenses increased over 2005 as a result of the aforementioned restructuring and merger-
related expenses; the aforementioned $1.5 million contribution to Citizens’ charitable foundation; non-credit
related losses from a third party vendor contract, a litigation setlement, write downs on several former branch
locations and tax-credit related investments in low income housing and community development projects; the
aforementioned $1.8 million prepayment penalty on the retirement of FHLB debt; and to a lesser extent higher
expenses related to other real-estate owned, travel and state taxes. The increases in other expenses were
partially offset by a reduction in expenses associated with the aforementioned closing of Citizens' title company
during 2006 and a foreign corporation fee paid to the Wisconsin Department of Treasury as a result of merging
the Michigan and Wisconsin bank charters in April 2005.

FEDERAL AND STATE INCOME TAXES

Citizens recorded income tax expense of $31.3 million in 2007 compared with income tax expense of $19.3
million in 2006 and $31.6 million in 2005. The increase in the 2007 expense over 2006 was due to higher pre-tax
income, partially offset by a $1.4 million {($0.9 million after-tax) reduction in state income tax reserves due to the
resolution of various state tax matters in 2007. The decrease in the 2006 expense from 2005 was due to lower
pre-tax income for 2006 and a $1.3 million expense during 2005 as a result of reducing the deferred Wisconsin
state income tax asset due to the April 2005 merger of the Michigan and Wisconsin bank charters. The effective
tax rate, computed by dividing the provision for income taxes by income before taxes, was 23.69% in 2007,
compared with 23.37% in 2006 and 28.17% in 2005. The effective tax rate is lower than the statutory tax rate due
to tax-exempt interest income, and, to a lesser extent, other permanent income tax differences. The increase in
the 2007 effective tax rate was due to higher pre-tax income while tax-exempt income remained relatively
unchanged. For further discussion of federal and state income taxes, see Note 15 to the Consolidated Financial
Statements.

LINE OF BUSINESS RESULTS

Net income by line of business is presented in the table below. A description of each business line, important
financial performance data and the methodologies used to measure financial performance are presented in Note
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17 to the Consolidated Financial Statements. Cerfain amounts have been reclassified between segments to
conform with current year presentation.

Net Income
{in thousands) 2007 2006 2005
Specialty Commercial $ 27666 $ 3719 § 24092
Regional Banking 82,265 68,352 71,067
Wealth Management 3,327 2,550 2,050
Other (12,416)  (11,285) 4,916
Net income $ 100,842 $ 63,336 $ 80,525

2007 compared with 2006

Specialty Commercial net income increased to $27.7 million in 2007 from $3.7 million in 2006. The increase in
net income was a result of higher net interest income and higher noninterest income partially offset by increases
in the provision for loan losses and noninterest expense. The increases in net interest income, noninterest
income, and noninterest expense were primarily the result of incorporating loan and deposit balances related to
commercial real estate and public funds from Republic. The increase in the provision for loan losses was
primarily the result of incorporating the Republic commercial real estate loan balances and associated charge-
offs.

Regional Banking net income increased to $82.3 million in 2007 from $68.4 million in 2006. The increase in net
income was a result of higher net interest income and ncninterest income, partially offset by increases in the
provision for loan losses and noninterest expense. The increases in ali categories were primarily the result of
incorporating Republic loan and deposit balances and other Republic related activity. The increase in loan loss
provision was primarily the result of incorporating the Republic balances along with an overall increase in the
amount of net charge-offs of consumer loans.

Wealth Management net income increased to $3.3 million in 2007 from $2.6 million in 2006. The increase in net
income was primarily a result of higher ncninterest income. The increase in noninterest income was primarily the
result of higher trust fee income due to stronger financial markets and higher brokerage and investment fee
income due to hiring new financial consultants to support the Republic franchise. Trust assets under
administration were $2.7 billion at December 31, 2007, essentially unchanged from December 31, 2006.

Activities that are not directly attributable to one of the above are included in the Other business line. Included in
this category are the Holding Company; indirect consumer lending; the shared services unit; Citizens' treasury
unit, including the securities portfolio, short-term borrowing and asset/liability management activities; inter-
company eliminations; and the economic impact of certain assets, capital and support functions not specifically
identifiable with the three primary lines of business. The other business line had a net loss of $12.4 million in
2007 compared with a net loss of $11.3 million in 2006. The decrease in net income was due to higher
noninterest expense and higher provision for loan losses, partially offset by higher net interest income and higher
noninterest income. The increase in noninterest expense was primarily a result of incorporating Republic activity,
partially offset by lower restructuring and merger related costs. The increase in provision for loan losses was due
primarily to an increase in residential mortgage charge-offs. The increase in net interest income was primarily
due to the internal profitability methodology utilized at Citizens, which insulates the other lines of business from
interest-rate risk and assigns the risk to the asset/liability management function, which is a component of this
segment. The increase in noninterest income was primarily a result of an other than temporary impairment charge
of $7.2 million (investment security loss) in 2006 and, to a lesser extent, the impact of incorporating Republic
activity.

2006 compared with 2005

Specialty Commercial net income increased to $3.7 miflion in 2006 from $2.5 million in 2005. The increase in net
income was a result of higher net interest income and higher noninterest income, partially offset by higher
noninterest expense. The provision for loan losses was essentially unchanged. The increase in net interest
income was primarily due to an increase in commercial loan balances and increased public fund deposit
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balances. The increase in noninterest income was a result of higher deposit service charge income along with
increases to income from off-balance sheet sweeps and from other loan fees. The increase in noninterest
expense was primarily a result of higher compensation costs and increases in professional and legal expenses
due to incorporating Republic activity.

Regional Banking net income decreased to $68.4 million in 2006 from $71.0 million in 2005. The decrease in net
income was primarily the result of lower net interest income and an increase in the provision for loan losses,
partially offset by higher noninterest income and lower noninterest expense. Net interest income declined as a
result of lower consumer loan balances and lower net interest margin, partially offset by increases in commercial
loan balances. The increase in loan loss provision was primarily a result of a $9.1 million insurance settlement
received in 2005 and lower recoveries in 2006 as compared with 2005. The increase in noninterest income was
primarily the result of the gain on sale of the downtown Royal Oak, Michigan office along with higher deposit
service charges, partially offset by lower brokerage and mortgage fee income. The decrease in noninterest
expense was due to lower marketing and advertising costs along with lower professional services as a result of
2005 and early 2006 initiatives to develop corporate strategies to produce enhanced profitability and revenue
momentum, enhance overall corporate risk management and ensure regulatory compliance.

Wealth Management net income increased to $2.6 million in 2006 from $2.1 million in 2005. The increase in net
income was primarily a result of higher noninterest income, partially offset by an increase in noninterest expense.
The increase in noninterest income was primarily the result of higher trust fee income due to stronger financial
markets and improved execution and pricing discipline and higher brokerage and investment fee income as a
result of increased production. Trust assets under administration were $2.7 billion at December 31, 2006
compared with $2.5 billion at December 31, 2005.

The other business line had a net loss of $11.3 million in 2006 compared with net income of $4.9 million in 2005.
The decrease in net income was due to lower net interest income and higher noninterest expense, partially offset
by higher noninterest income. The provision for loan losses was essentially unchanged. The decrease in net
interest income was primarily the result of the internal profitability methodology utilized at Citizens, which insulates
the other lines of business from interest-rate risk and assigns the risk to the asset/liability management function,
which is a component of this segment. The increase in noninterest expense was largely attributable to $11.3
miflion in restructuring and merger-related expenses; a $1.5 million contribution to Citizens' charitable foundation;
and a $1.8 million prepayment penalty on the retirement of FHLB debt. The increase in noninterest income was
primarily a result of the $9.0 million net loss on the sale of securities and the $3.6 million charge associated with
the accounting treatment of swaps hedging brokered CDs, both of which occurred during 2005.

FINANCIAL CONDITION

SUMMARY
The following table summarizes various indicators of Citizens’ financial condition for 2007, 2006 and 2005.

2007 2006 2005

Awverage total assets {in millions) $13,320.1 $7.7042 37,7765
Awerage short term borrowings (in millions) 721.1 3741 8126
Average long term debt {in millions) 2,728.2 995.9 937.2
Awerage eaming assets as a percent of average assets 89.0 % 941 % 945 %
Awerage investment securities and money market investments as a

percent of average eaming assets 21.4 217 248
Awerage portfolio loans as a percent of average eaming assets 7.7 78.0 748
Interest-bearing deposits as a percent of average interest-bearing liabili 67.1 77.3 713
Ratio of average noninterest bearing deposits to average deposits 14.0 16.5 17.6

The above items are discussed in more detail in the following sections.

AVERAGE TOTAL ASSETS
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Average total assets for 2007 increased $5.6 billion over 2006 primarily as a result of incorporating Republic
assets and an increase in commercial loan balances, partially offset by a decrease in investment portfolio
balances due to maturing balances not being fully reinvested and a decrease in residential mortgage and direct
consumer loan balances due to lower demand in the current Midwest economic environment.

INVESTMENT SECURITIES AND MONEY MARKET INVESTMENTS

Objectives in managing the securities portfolio are driven by the dynamics of the balance sheet, including growth,
maturity, management of interest-rate risk and maximizing return. Securities are classified as available for sale or
held to maturity. As of December 31, 2007, 94.3% of securities were classified as available for sale.

A summary of investment securities balances at December 31, 2007, 2006 and 2005 is provided below:

Investment Securities

December 31 (in thousands) 2007 2006 2005

Available for Sale:

U.S. Treasury $ - $ 39,854 $ —

Federal agencies 304,074 436,315 310,408

Collaterized martgage obligations 586,954 791,739 496,925

Mortgage-backed securities 670,565 994,767 315,253

State and municipal securities 569,466 575,907 378,235

Other securities 1,105 874 1,176
Total $ 2,132,164 $ 2,839,456 $ 1,501,997

Held to Maturity:
State and municipal securities $ 129,126 $ 109,744 3 82,431

Total Investments $ 2,261,290 $ 2,949,200 $ 1,584,428

Total investment securities at December 31, 2007 decreased by $687.9 million from December 31, 2006. The
decrease in securities during 2007 was the result of Citizens’ post-merger balance sheet restructuring in the first
quarter of 2007 as well as paydowns and maturities in the investment portfolio to reduce short-term borrowings
during 2007. Citizens incurred an other-than-temporary impairment charge of $7.2 million (investment security
loss) in 2006 as it no longer had a positive intent to hold $317.3 million of its investment portfolio to recovery.
These actions were part of planned strategies to restructure Citizens' balance sheet as a resuit of the Republic
merger to help reduce interest rate risk and liquidity risk and improve earnings quality.

Purchases of municipal securities remain dependent on the Corporation's capacity to utilize tax-exempt income.
Municipal securities available for sale decreased $6.4 million or 1.1% in 2007, compared with an increase of
$197.7 million or 52.3% in 2006, The merger with Republic in 2006 added $211.6 million of municipal securities
classified as available for sale. Municipal securities classified as held to maturity increased $19.4 million or
17.7% in 2007 compared with an increase of $27.3 million or 33.1% in 20086.

Maturities and average yields of investment securities at December 31, 2007 are presented in Table 4 below:
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Table 4. Maturity Distribution of Investment Securities Portfolio &

Due Within One to Five to After
One Year Five Years Ten Yoars Ten Years Total

December 31, 2007 Avyg. Avg. Avg. Avg. Avg.
(in thousands) Amount  Yleld Amount Yield Amount  Yleld Amount  Yield Amount Yield
Securitles Available for Sale: ¥

US Treasury securities s — - %S - - s - - %S - - % - -

Federal Agency securities © 5045 7.08 245993  4.93 50,032 560 - - 304,074 5.08

Collateralized mortgage obligations %4 90,013  4.04 496,862 4.97 3 561 76 7.43 586,954 4.83

Mortgage-backed securities 4% 9,844 7.52 303,735 5.9 320,583  4.93 36403 559 670,565 5.12

State and municipal securities 27,508 7.88 160,907 7.44 225044 6.46 156,007 617 569,466 6.72

Other securilites 1054 427 00 -~ - —— - 5 800 1105 432
Total securities

Available for Sate § 133468 519% $ 1210497 534% $ 595662 556 % $ 192537 606% § 2132164 546 %

Securities Held to Maturity: ™

State and municipal securities $ 1491 522%§ 3503 594% $ 21235 609% $ 102896 6.30% 128126  6.24 %
Total securities
Hetd to Maturity $ 1491 522% $ 3503 594% $ 21,236 509% 5 102896 630% $ 129126 624 %

M This table excludes stock holdings of the Federal Home Loan Bank and Federal Reserve,

2 Amount for Securities Available for Sale is the Estimated Fair Market Valus

™ Yields are based on amortized cost.

) Maturity distributions for coblateralized mortgage obligations and mortgage-backed securities are based on estimated average lives.
5 Average yields on tax-exempt obligations have been computed on a tax equivalent basis, based on a 35% federal tax rate.

& amount for Securities Held to Maturity is the Amortized Cost

As of December 31, 2007, the estimated aggregate fair value of the investment securities portfolioc was $18.2
million above amortized cost, consisting of gross unrealized gains of $25.2 million and gross unrealized losses of
$7.0 million. A summary of estimated fair values and unrealized gains and losses for the major components of
the investment securities portfclio is provided in Note 6 to the Consoclidated Financial Statements. Citizens’
policies with respect to the classification of investments in debt and equity securities are discussed in Note 1 to
the Consolidated Financial Statements.

FHLB and Federal Reserve stock at December 31, 2007 increased $15.9 million to $148.8 million compared with
December 31, 2006. Citizens acquired $9.2 million of FHLB stock during 2007 due to FHLB borrowing
requirements. Citizens acquired an additional $6.7 million in Federal Reserve stock due to an increased equity
level requirement as a result of consolidating Republic Bank into Citizens Bank in the second quarter of 2007.

LOAN PORTFOLIO

Citizens primarily extends credit within the local markets of its banking subsidiaries located in Michigan,
Wisconsin, Ohio, lowa, and Indiana. Citizens generally lends to consumers and small to mid-sized businesses
and, consistent with its emphasis on relationship banking, most of these credits represent core, multi-relationship
customers who also maintain deposit relationships and utilize other banking services such as treasury
management. The loan portfolio is diversified by borrower and industry, with no concentration within a single
industry that exceeds 10% of total portfolio loans. Citizens has minimal loans to foreign debtors and does not
actively solicit nationally syndicated loans or participate in highly leveraged transactions. Citizens seeks to limit
its credit risk by establishing guidelines to review the aggregate outstanding commitments and loans to particular
borrowers and industries. Citizens obtains and monitors collateral based an the nature of the credit and the risk
assessment of the customer.

Loan balances by category for the past five years and an analysis of the maturity and interest rate sensitivity of

commercial, commercial real estate, and real estate construction loans at December 31, 2007 are presented
below.
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Table 5. Portfolio Loans ("

(in millions) 2007 2008 2005 2004 2003
Portfolio Loans Outstanding at December 31
Commercial $ 2,5571 $20049 $ 16881 $1633.8 § 16454
Commercial real estate 2,549.6 2,442.5 1,190.4 1,153.0 1,194.2
Real estate construction 547.6 678.1 211.7 102.9 89.9
Total commercial 5,654.3 5,125.5 3,090.2 2,889.7 2,929.5
Residential mortgage loans 1,445.2 1,543.5 539.8 508.2 492.7
Direct consumer 1,572.3 1,721.4 1,142.0 1,169.6 998.3
Indirect consumer 829.4 840.6 844.1 825.9 743.9
Total $ 95012 $9231.0 §$ 56161 $53934 §5164.4
Portfolio Loan Maturities and Interest Rate Sensitivity at December 31, 2007
Within One to After
One Year Fiwe Years Fiwe Years Total
Commercial $1,4382 $ 9267 $ 1922 §2,557.1
Commercial real estate 558.0 1,629.7 361.9 2,549.6
Real estate construction 321.0 182.9 43.7 547.6
Total commercial $2317.2 $ 27393 $ 5978 § 56543
Loans abowe:
With floating interest rates $1,506.4 $1,1804 § 3956 § 3,0824
With predetermined interest rates 810.8 1,558.9 202.2 2,571.9
Total $2317.2 $ 27393 $ 5978 §$56543

) Excludes mortgage loans held for sale

Total portfolio loans at December 31, 2007 increased $270.2 million or 2.9% over December 31, 2006 primarily as
a result of strong total commercial originations, partially offset by declines in the residential mortgage and direct
consumer |loan portfolics due to weak consumer demand in most of Citizens’ markets.

Commercial. The commercial loan portfolio includes a diverse group of loans largely to in-market small business
(loans less than $0.75 million) and middle market {loans over $0.75 million} companies in a variety of businesses
across many industries. The purpose of these loans varies from supporting seasonal working capital needs to
term financing of equipment purchases. While some short-term loans may be made on an unsecured basis, the
large majority are secured by the assets being financed with collateral margins consistent with the Corporation’s
loan underwriting guidelines. Commercial loans are evaluated for adequacy of repayment sources at the time of
approval and are regularly reviewed for any possible deterioration in the ability of the borrower to repay on agreed
terms. Credit risk in commercial loans arises due to fluctuations in borrowers’ financial condition, deterioration in
collateral values, and changes in market conditions.

Commercial loans are underwritten after evaluating and understanding the borrower’s financial need and ability to
repay any loans on a basis and within a timetable that makes sense for both the borrower and Citizens. Having
determined that the borrower's management possesses a sound business acumen, the Corporation’s
management examines current and projected cash flows to determine the ability of the borrower to repay their
obligations as agreed. Underwriting guidelines are designed to promote ongoing relationship banking which
allows both the customer and the Corporation to make changes commensurate with current ecohomic and
performance results.

Commercial loans at December 31, 2007 increased $552.3 miillion or 27.5% over December 31, 2006. The

increase was primarily a result of new relationships in Ohio, continued strong growth in the Southeast Michigan
market, new relationships in all of Citizens' other markets, and growth of $178.3 million from the Citizens Bank
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Business Finance division (the asset-based lending team) due to strong direct demand and several large
corporate client participations.

Commercial Real Estate. The majority of this portfolic consists of commercial real estate intermediate-term loans
to developers and owners of commercial real estate for single and multiple family residential as well as multi-unit
commercial properties. These loans are viewed first as cash-flow loans and secondarily as loans secured by real
estate,

Commercial real estate loans are subject to underwriting standards and processes specific to the risks embedded
in each of the geographic markets served by Citizens. As detailed in the discussion of real estate construction
loans below, the properties securing the-Corporation’s commercial real estate portfolio are diverse in both type
and geographic location. This diversity reduces the Corporation's exposure to adverse economic events that
impact any individual market. Management monitors commercial real estate loans based on sustainable cash
flow, collateral, geography, and risk rating criteria. As a general rule, the Corporation avoids financing single-
purpose projects unless other underwriting factors are present to help mitigate risk. Management tracks the level
of owner-occupied commercial real estate loans versus non-owner gccupied “investment” real estate loans. At
December 31, 2007, approximately 35% of the Corporation's commercial real estate loans were secured by
owner-occupied properties.

Commercial real estate loans at December 31, 2007 increased $107.1 million or 4.4% over December 31, 2006.
Higher quality opportunities identified and closed in the second half of 2007 were partially offset by declines
during the early part of 2007 as commercial real estate bankers focused on ensuring proper credit strategies were
in place. All new commercial real estate loans originated in 2007 were made under Citizens’ traditionally high
underwriting standards.

Real Estate Construction, Loans in this classification are short-term interim loans that provide financing for the
acquisition or development of commercial real estate, such as multifamily or other commercial development
projects. Real estate construction loans are made to developers and project managers who are generally well
known to the Corporation, have prior successfut project experience, and are well-capitalized. Projects undertaken
by these developers are carefully reviewed by the Corperation to ensure that they are economically viable and are
underwritten utilizing feasibility studies, independent appraisal reviews, sensitivity analysis of absorption and
lease rates, and financial analysis of the developers and property owners. Loans of this type are generally made
to customers based in the Corporation’s markets in which the Corporation has a thorough knowledge of the local
market economy. The credit risk associated with real estate construction loans is generally confined to specific
geographic areas, but is also influenced by general economic conditions. These loans are considered to have
higher risks than other real estate loans due to the inherent construction risk and their ultimate repayment being
sensitive to interest rate changes, general economic conditions, absorption dynamics, and the availability of long-
term financing. The Corporation controls the credit risk on these types of loans by making loans in familiar
markets to developers, underwriting the loans to meet the requirements of institutional investors in the secondary
market, reviewing the merits of individual projects, controlling loan structure, and monitoring project progress and
construction advances. Sources of repayment for these types of loans may be pre-committed permanent take out
loans from long-term lenders, residential mortgage financing, sales of developed property or an interim loan
commitment from the Corporation until permanent financing is obtained.

Rea! estate construction loans at December 31, 2007 decreased $130.5 million or 19.2% from December 31,
2006 primarily as a result of low demand for residential development in Citizens' markets.

Residential Mortgage Loans. The residential mortgage loan category is predominately comprised of owner-
occupied residential properties. Residential mortgage loans are evaluated for the adequacy of these repayment
sources at the time of approval, including credit scores, debt-to-income ratios and loan-to-collateral value ratios.
They are predominately originated in accordance with underwriting standards set forth by the government-
sponsored entities (“GSE"), Federal National Mortgage Association ("FNMA"), Federal Home Loan Mortgage
Corporation ("FHLMC") and the Government National Mortgage Association ("GNMA"), who serve as the primary
purchasers of loans sold in the secondary market by mortgage lenders. These underwriting standards generally
require that the loans be collateralized by one-to-four family residential real estate. Automated underwriting
engines deployed by a GSE are used to determine creditworthiness of the vast majority of borrowers. Maximum
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allowable loan-to-vafue (“LTV")/combined loan-te-value (“CLTV”) on these loan products do not exceed 100% at
origination. All loans originated in excess of 80% were generally covered by mortgage insurance providing at
least 20% of coverage, except as noted below. No loans were originated which permitted negative amortization.

Residential mortgage loans at December 31, 2007 decreased $98.3 million or 6.4% from December 31, 2006.
The decrease was primarily the result of weak consumer demand in Citizens' markets and selling over 70% of
new mortgage originations into the secondary market. The right to service the loans and receive servicing fee
income is typically sold along with the underlying mortgages. All residential mortgage loans that were sold in
2007 were sold without recourse. However, Citizens remains contractually liable for credit risk on loans that
experience early payment defauits, as well as loans containing errors andfor omissions in documentation
according to the standards delineated within the bank's loan sale agreements. The bank believes these risks are
immaterial.

Residential Mortgage Loan Originations

{In thousands) 2007 2006
Fixed Rate Mortgages $ 521,737 § 244,904
Adjustable Rate Mortgages 99,109 63,156
Construction Mortgages 63,442 33,742
Total $ 684,288 $ 341,802

In 2007 a total of $43.8 million in loans (6% of total originations) had portfolio characteristics (other than loan
amount or new construction) that made them non-GSE eligible. These loans were underwritten with
compensating factors such as mortgage insurance, maximum debt to income ratios, maximum loan-to-value
ratios and minimum credit scores which Citizens believes offset the risks. Of the above total, $5.6 million in
subprime loans were originated and sold to investors under various programs in 2007. The investors who
purchased these loans underwrote themn, accepted the credit risk, and determined the terms and conditions under
which they would be made. As of August 2007, subprime loans were no longer offered to clients.

Residential Mortgage Loan Balances By Category

December 31 (in thousands) 2007 2006
Fixed Rate Mortgages $ 436,264 3 419,046
Adjustable Rate Mortgages 915,935 990,102
Construction Mortgages 93,015 134,385
Total $ 1445214 3 1,543,533

Direct Consumer. The direct consumer loan category includes home equity loans, and direct installment loans to
individuals used to purchase boats, recreational vehicles, automobiles, and other personal items. Home equity
loans consist mainly of revolving lines of credit and fixed rate loans to consumers that are secured by residential
real estate. These loans are originated through Citizens banking offices with loan-to-value ratios generally less
than 80% of appraised collateral value. While Citizens offers home equity loans to credit worthy customers above
the 90% loan-to-value level it requires credit loss insurance and does not underwrite home equity loans that
exceed 100% of collateral value. Individual borrowers may be required to provide additional collateral or a
satisfactory endorsement or guaranty from another person, depending on the creditworthiness of the borrower.
Credit risks for these types of loans are influenced by general economic conditions, the financial strength of
individual borrowers, and the value of the loan collateral. Credit risk in the direct consumer loan portfolio arises
from the borrowers being unable to repay the loan con agreed terms, or by a shortfall in the collateral vatue in
relation to the outstanding loan balance in the event of default and subsequent liquidation of collateral. Credit risk
is generally controlled by evaluating the creditworthiness of the borrowers as well as taking appropriate collateral
and guaranty positions.
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The Corporation originates consumer loans utilizing a computer-based credit scoring model to supplement the
underwriting process. To monitor and manage consumer loan risk, policies and underwriting guidelines are
developed and modified as market conditions require. This monitoring activity, coupled with relatively small loan
amounts spread across many individual borrowers, reduces risk. Additionally, trend and outlook reports are
reviewed by management on a regular basis. Underwriting guidelines for home equity loans are heavily
influenced by statutory requirements, which include, but are not limited to loan-to-value considerations not to
exceed 100%, credit scoring results, ability to service overall debt, and documentation requirements.

Direct consumer loans at December 31, 2007 decreased $149.1 million or 8.7% from December 31, 2006 due to
weak consumer demand that is being experienced throughout the industry.

Indirect Consumer. The indirect consumer loan category includes indirect installment loans used by customers
to purchase boats, recreational vehicles, and automobiles. These loans are originated mainly within Citizens’
markets and through its centralized underwriting group that has established relationships with certain dealers
which meet Citizens' underwriting guidelines and adhere to prudent business practices. The dealers are
evaluated on their creditworthiness and business practices with performance monitored ot a quarterly basis. The
dealers refer customers to the centralized underwriting group which utilizes a computer-based credit scoring
model to supplement the underwriting process, then complete the loans utilizing Citizens’ loan documents. Credit
risks for these types of loans, as for direct consumer loans, are influenced by general economic conditions, the
characteristics of individual borrowers, and the value of loan collateral. Additionally, credit risk may include the
dealer’s ability to collect proper customer information, and adhere to appropriate lending guidelines including but
not limited to, evaluating collateral value, accurately capturing property identification numbers, and following
related documentation guidelines. Credit risk in the indirect consumer loan portfolio can arise from borrower's
inability to repay the loan and by a shortfall in the collateral value in relation to the outstanding loan balance in the
event of default and subsequent liguidation of collateral. Credit risk is generally controlled by reviewing the
creditworthiness of the borrowers as well as taking appropriate collateral and guaranty positions.

Indirect loans at December 31, 2007 were essentially unchanged from December 31, 2006.

LOANS HELD FOR SALE

The loans held for sale category is comprised of commercial real estate, direct consumer, and residential
mortgage loans. Commercial real estate loans at December 31, 2007 totaled $38.1 million, a decrease of $30.5
million or 44.5% from December 31, 2006. This portfolio was established in December, 2006 when the loans
were transferred from the commercial real estate portfolio to loans held for sale to reflect alignment of certain
Republic loans with Citizens’ lending philosophies. The decrease was primarily the result of a $23.3 million sale
during the first quarter of 2007 and, to a lesser extent, customer paydowns and adjustments to reflect current fair-
market value based on updated listing prices or appraisals. Consumer loans totaling $28.0 million were
transferred to the held for sale category at December 31, 2006 and all were subsequently sold as part of the
branch divestitures which occurred in 2007. Residential mortgage loans at December 31, 2007 totaled $37.8
million, a decrease of $38.5 million or 50.5% from December 31, 2006. The decrease was primarily due to weak
consumer demand for residential mortgage loan originations. These loans represent residential mortgage loans
that are marked for sale in the secondary market but, as a normal course of business, have not yet been sold.

CREDIT RISK MANAGEMENT

Extending credit to businesses and consumers exposes the Corporation to credit risk, which is the risk that the
principal balance of a loan and any related interest will not be collected under the original underwriting terms due
to the inability or unwillingness of the borrower to repay the lcan. Citizens has a platform of lending policies and
underwriting guidelines that are designed to maximize loan income within an acceptable level of risk. Credit risk
is mitigated through a comprehensive system of internal controls, which includes adherence to conservative
lending practices, underwriting guidelines, collateral monitoring, and oversight of financial performance. Credit
risk associated with fluctuations in economic conditions is mitigated through portfolio diversification that limits
exposure to any single industry or customer. Lending policies and guidelines are reviewed by credit
administration and modified on an ongoing basis as conditions change and new credit products are offered. The
commercial and commercial real estate credit administration paolicies include a two-tier loan rating system that
incorporates probability of default and loss given default to estimate a borrower’s ability to repay their loan
obligation. To strengthen and monitor loan structuring and collateral position, collateral field audits are regularly
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performed on those credits that have a significant reliance on accounts receivable and inventory. Additionally, a
reporting system supplements the review process by providing management with frequent reports related to loan
production, loan quality, concentrations of credit, loan delinquencies and nonperforming and potentially
problematic loans. Citizens monitors its loans in an effort to proactively identify, manage, and mitigate any
potential credit quality issues and losses. By being consistently proactive in monitoring credits and pre-emptively
addressing loan issues, Citizens strives to protect shareholder value through all economic cycles.

The Corporation maintains an independent loan review department that reviews the quality, trends, collectibility
and collateral margins within the loan portfolio. The loan review department validates the credit risk profile on a
regular basis by sampling loans using criteria such as loan size, delinquency status, loan officer coverage and
other factors. This process complements and reinforces the risk identification and assessment decisions made by
lenders and credit personnel. Results of these reviews are presented to management and to the Risk Committee
of the Board of Directors.

As part of the overall credit underwriting and review process, Citizens carefully monitors commercial and
commercial real estate credits that are current in terms of principal and interest payments but may deteriorate in
quality as economic conditions change. Commercial relationship officers monitor their clients’ financial condition
and initiate changes in loan ratings based on their findings. Loans that have migrated within the loan rating
system to a level that requires increased oversight are considered ‘watchlist’ loans {generally consistent with the
regulatory definition of special mention, substandard, and doubtful loans) and include loans that are in accruing or
nonperforming status. Citizens utilizes the watchlist process as a proactive credit risk management practice to
help mitigate the migration of commercial loans to nonperforming status and potential loss. Once a loan is placed
on the watchlist, it is reviewed quarterly by the chief credit officer, senior credit officers, senior market managers,
and commercial relationship officers to assess cash flows, collateral valuations, and other pertinent trends. At
these meetings, action plans are reviewed to address emerging problem loans or develop a specific plan for
removing the loans from the portfolio. Additionally, loans viewed as substandard or doubtful are transferred to
Citizens' Special Loans or small business workout groups and are subjected to an even higher level of monitoring
and warkout activity.

Watchlist loans totaled $955.7 million or 16.9% of total commercial and commercial real estate portfolio loans at
December 31, 2007, compared with $786.5 million or 15.3% of total commercial and commercial real estate
portfolio loans at December 31, 2006. The increase was the result of aggressive proactive review of credits,
along with continued economic deterioration in the Midwest economy. Historically, a low percentage of accruing
watchlist loans migrate to nonperforming status or are charged off.

NONPERFORMING ASSETS

Loans are placed on nonaccrual status when there is substantial doubt regarding collection of principal or interest
based on Citizens' credit policies and practices or when principal or interest is past due in excess of 90 days.
When a loan is placed on nonaccrual status, interest that is accrued but not collected is reversed and charged
against income. Nonperforming assets are comprised of nonaccrual loans, loans past due over 90 days and still
accruing interest, restructured loans, nonperforming loans held for sale, and other repossessed assets acquired.
Although these assets have more than a normal risk of loss, they may not necessarily result in future losses. A
five-year history of nonperforming assets is presented below. The nonperforming commercial loans in this table
are also reviewed as part of the watchlist process.
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Table 6. Nonperforming Assets and Past Due Loans

December 31 (in thousands) 2007 2006 2005 2004 2003
Nonperforming Loans "%
Nonaccrual
Less than 30 days past due $ 8133 $ 4305 $ 4206 $ 2,761 $ 7,721
From 30 to 89 days past due 11,617 1,413 1,136 3,118 4,450
90 or more days past due 165,647 52,174 26,798 36,940 55,606
Total 185,397 57,892 32,140 42819 87,777
90 days past due and still accruing 3,650 767 238 40 345
Restructured 315 378 - 42 —-
Total nonperforming portfolio loans 189,362 59,037 32,378 42,901 68,122
Nonperforming loans held for sale 21,676 22,846 - -~ -
Other Repossessed Assets Acquired 40,502 20,165 7,351 7,946 7,771
Total nonperforming assets $251,540 $102048 $39729 §50,847 §$75,893
Nonperforming portfolio loans as a percent of
portfolio loans 1.99% 0.64% 0.58% 0.80% 1.30%
Nonperforming assets as a percent of portfolio loans
plus other repossessed assets acquired 2.64 1.10 0.71 0.94 147
Nonperforming assets as a percent of total assets 1.86 0.73 0.51 0.66 0.98

Nonperforming Loans by Type “

Commercial $ 16,581 $ 8843 $12,118 $13.816 §38,553
Commercial real estate 110,159 14,915 5,068 14,464 15,943
Total commercial 126,740 23,758 17,186 28,280 54,496
Residential mortgage 46,865 28,428 8,412 8,643 9,161
Direct Consumer 13,700 6,041 4,326 3,527 3,215
Indirect Consumer 2,057 810 2,454 2,451 1,250
Total $189,362 $ 59,037 $32378 $42901 §$68,122

]
Nonperforming loans include loans on which interest is not being recognized (nonaccrual), those on which interest has been
renegotiated to lower than market rates because of the financial condition of the borrowers (restructured), and loans 90 days past due
and still accruing.

@ Gross interest income that would have been recorded in 2007 for nonaccrual and restructured loans, as of December 31, 2007,
assuming interest had been accrued throughout the year in accordance with original terms was $11.9 million. The comparable 2006
and 2005 totals; which only include legacy Citizens were $2.1 million, and $2.5 million, respectively. Interest collected on these loans
and included in income was $5.1 million in 2007, $0.6 million in 2006 and $0.6 million in 2005. Therefore, on a net basis, total income
foregone due to these loans was $6.8 million in 2007, $1.5 million in 2006 and $1.9 million in 2005.

® pecember 31, 2006 amounts include the following nonperforming asset balances acquired in the Republic merger: Less than 30 days
past due and non-acrual $0.6 million, From 30 to 89 days past due and non-accrual $0.9 million, 90 days or more past due and non-
accrual $29.2 million, no 90 days or more past due and still accruing and no restructured loans, nonperforming held for sale $21.6
million, and other repossessed assets acquired $12.6 million.

13) Dacember 31, 2006 amounts Include the following nonperforming loan balances acquired in the Republic merger. Commercial $0.2
million, commercial real estate $8.4 million, residential mortgage $19.4 miflion, direct consumer $2.6 million, indirect consumer $0.1
million.

Nonperforming assets totaled $251.5 million at December 31, 2007, an increase of $149.5 million over December
31, 2006. The increase was primarily the result of transitioning all of Republic's loan portfolios and underwriting
practices to be consistent with Citizens’ credit risk management disciplines, deterioration in the real estate
secured portfolios {particularty commercial} and general economic deterioration in the Midwest.
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Certain of the nonperforming loans included in Table 6 are considered to be impaired. A loan is considered
impaired when Citizens determines it is probable that the principal and interest due under the original underwriting
terms of the loan may not be collected. In most instances, impairment is measured based on the fair value of the
underlying collateral. Impairment may alsc be measured based on the present value of expected future cash
flows discounted at the loan's effective interest rate. The Corporation measures impairment on all nonaccrual
commercial and commercial real estate loans for which it has established specific reserves. This policy does not
apply to large groups of smaller balance homogeneous loans, such as smaller balance commercial loans, direct
and indirect consumer loans and residential mortgage loans, which are collectively evaluated for impairment,
except for those loans restructured under a troubled debt restructuring. The Corporation maintains a valuation
reserve for impaired loans as a part of the specific allocated allowance component of the allowance for loan
losses. Cash collected on impaired nonaccrual loans is applied to outstanding principal. At December 31, 2007,
all of the impaired loans were on a nonaccrual basis so there was no interest income recognized in 2007 after
they were identified as impaired.

Information regarding the Corporation’s impaired loans follows:

Valuation Reserve

(in thousands) 2007 2006 2007 2006
Balances - December 31
Impaired lcans with valuation reserve $ 33651 § 20737 $ 17,769 §$ 7,550
Impaired loans with no valuation reserve 18,684 21,641 o —
Total impaired loans $ 52335 § 42378 $ 17,769 §$ 7,550
Impaired Joans on nonaccrual basis $ 52335 $ 11,321 $ 17,769 $ 2104
Impaired ioans on accrual basis - 31,057 - 5,446
Total impaired loans $ 52,335 § 42378 $ 17,769 § 7550
Average balance for the year $ 53943 §$ 19,871
Interest income recognized for the year e 1,478
Cash collected applied to outstanding principal 2,516 344

ALLOWANCE FOR LOAN LOSSES
A summary of Citizens’ loan loss experience for the past five years appears below.
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Table 7. Summary of Loan Loss Experfence

Year Ended December 31 (dollars in thousands)} 2007 2008 2005 2004 2003
Allowance for loan losses - January 1 $ 169,104 $ 116,400 $ 122,184 $ 121,350 $ 104,859
Provision for loan losses 45177 11,265 1,109 21,609 62,008
Charge-offs:
Commoercial 33,317 7,294 12,920 24,582 47,683
Residential mortgage 5141 1,640 1,152 1,060 1,233
Direct consumer 11,007 5823 5,290 5,864 6,414
Indirect consumer 10,126 9,062 9,485 7.565 9,243
Total charge-offs 59,591 23,819 28,847 39,071 64,573
Recoveries:
Commercial ! 4,447 3670 17,721 13,960 14,094
Residential mortgage 184 154 69 70 35
Direct consumer 1,723 1,389 1419 1,669 1,847
Indirect consumer 2,309 2,342 2,745 2,597 3,080
Total recoveries 8,663 7,555 21,954 18,296 19,056
Net charge-offs 50,928 16,264 6,893 20,775 45517
Allowance of acquired bank -— 57,703 —_ - —
Allowance for loan losses - December 31 $ 163,353 $ 169,104 $ 116,400 $ 122,184 $ 121,350
Allowance for losses on lending-related
commitments - December 31 $ 557 $ 6,119 $ 3023 § 2833 $ 2654
Portfolic loans outstanding at year-end ? $9,501,244 $9231082 $5616112 §$5393365 $5,164,416
Average portfolio loans outstanding @ 9,212,066 5657476 5493280 5210817 5140450
Ratio of allowance for loan losseas to
nonperforming loans 86.27% 286.44% 359.50% 284.80% 178.14%
Ratio of allowance for loan losses to
loans outstanding at year-end 1.72 1.83 207 227 2.35
Ratio of netloans charged off as a percentage
of average loans outstanding 0.55 0.29 0.13 0.40 0.89

Ut The Cormercial category includes both commercial and commercial real estate loans.
@ Balances exciude morigage loans held for sale.

Loan losses are charged against, and recoveries are credited to, the allowance for loan losses. Total net charge-

offs for 2007 increased $34.7 million over 2006, primarily as a result of incorporating Republic loan portfolios and
higher commercial real estate charge-offs due to general economic deterioration in the Midwest.

The allowance for loan losses represents management’s estimate of an amount adequate to provide for probable
credit losses inherent in the loan portfolio as of the balance sheet date. To assess the adequacy of the allowance
for loan losses, an allocation methodology is applied that focuses on changes in the size and character of the loan
portfolio, changes in the levels of impaired or other nonperforming loans, the risk inherent in specific loans,
concentrations of loans to specific borrowers or industries, existing economic conditions, underlying collateral,
historical losses on each portfclio category and other qualitative and quantitative factors which could affect
probable loan losses. The evaluation process is inherently subjective, as it requires estimates that may be
susceptible to significant change and have the potential to affect net income materially. Citizens did not
substantively change its overall approach in the calculation of the allowance for loan losses in 2007 from 2006
and the allocation methods used at December 31, 2007 and December 31, 2006 were consistent. The
methodology used for measuring the adequacy of the allowance relies on several key slements, which include
specific allowances for identified problem loans, a formula-hased risk-allocated allowance for the remainder of the
portfolio and a general valuation allowance calculation. Management also considers overall portfolio indicators,
including trends in historical charge-offs, a review of industry, geographic and portfolio performance, and other
qualitative factors. This methodology is discussed in “Critical Accounting Policies” and Note 1 to the Consclidated
Financial Statements.

Table 8 below summarizes the allocation of the allowance for loan losses for specific allocated, risk allocated, and
general valuation allowances by loan type and the percentage of each loan typs of total portfolio loans.
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Table 8. Allocation of the Allowance for Loan Losses'"

2007 2006 2005 2004 2003
% of % of % of % of % of
December 31 Total Total Total Total Total
(dollars in millions} Amount Loans Amount Loans Amount Loans Amount Loans Amount Loans
Specific allocated allowance:
Commercial © $ 17.8 $ 76 $ 5.1 $ 15.3 $ 18.0
Risk allocated allowances:
Commercial ¥ 854 595% 948 555% 552 551% 592 536% 683 58.7%
Residential mortgage 142 15.2 15.1 16.7 6.3 9.6 6.2 9.4 47 9.6
Direct Consumer 16.3 166 16.7 18.7 124 203 69 217 6.3 193
Indirect Consumer 236 _87 25.5 9.1 275 _ 1590 123 153 8.6 144
Total risk allocated .
allowance 139.5 152.1 101.4 84.6 87.9
Total allocated 157.3 100.0% 1597 100.0% 106.5 100.0% 999 100.0% 1059 100.0%
General valuation allowances 6.1 9.4 9.9 22.3 15.4
Total $163.4 $169.1 $116.4 $122.2 $121.3

) The allocation of the allowance for loan losses in the above table is based upon ranges of estimates and is not intended to imply either limitations
on the usage of the allowance or precision of the specific amounts. Citizens and its subsidiaries do not view the allowance for loan losses as being
divisible among the various categories of loans. The entire allowance is available to absorb any future losses without regard to the category or
categories in which the charged-off loans are classified.

@ The commercial category includes both commercial and commercial real estate loans.

Specific Allocated Allowance. The specific allocated allowance is determined in accordance with SFAS 114
based on probable losses on specific commercial or commercial real estate loans. At December 31, 2007, the
specific allocated allowance increased $10.2 million over December 31, 2006. The increase reflects applying
Citizens’ credit risk management disciplines to Republic’s loan portfolio which resulted in additional loans being
classified, Citizens’ proactive credit culture to identify and reserve for commercial credits with materia! collateral
shortfalls, and a weakening Midwest economy. Additionally, the December 31, 2006 allowance does not include
the specific allowance identified with the Republic loans at the time of the merger. Due to purchase accounting
requirements on December 29, 2008, the specific allowance was removed from the allowance for loan losses with
a corresponding reduction made to the outstanding loan balances in order to reduce them to their fair-value.

Risk Allocated Allowance. The risk allocated allowance is comprised of several homogenous loan pool
valuation aliowances determined in accordance with SFAS 5 based on quantitative Citizens’ or banking industry
loan loss experience for similar loans with similar risk characteristics, including additional qualitative risks upon
the best judgment of management. The risk allocated aflowance decreased $12.6 million at December 31, 2007
primarily as a result of modifying the quantitative factors in the non-real estate portfolios to more closely align with
Citizens’ loss history.

General Valuation Allowances. The general valuation reserve allowance decreased by $3.3 million primarily as
a result of a reduction in the deterioration in commercial and residential real estate values, factors based on
actual loss experience, partially offset by an increase in the global economic quantitative factors related to all
portfolios secured by residential real estate.

The general valuation reserve allowances are based on existing regional and local economic factors, a
macroeconomic adjustment factoer used to calibrate for the current economic cycle the Corporation is
experiencing, and other judgmental factors supported by qualitative documentation such as the inherent
imprecision of the loan loss projection models. These factors could have a potentially negative impact on credit
quality and result in future additional losses. These factors, coupled with an increase in cther credits that are
current in terms of principal and interest payments, but which may deteriorate in quality if economic conditions
change, indicate that additional undetected losses exist in the loan portfolios. Based on these factors and the
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possible imprecision in the loan loss allocation models, management believes that the general valuation reserve
allowances at December 31, 2007 appropriately reflect probable inherent but undetected losses in the portfolio.

DEPOSITS

The table below provides a year-to-year comparison of average deposit balances over the last three years.
Average, rather than period-end, balances can be more meaningful in analyzing deposit funding sources because
of inherent fluctuations that occur on a monthly basis within most deposit categories.

Table 9. Average Deposits

2007 2006 2005

Year Ended December 31 Average Average Awerage Awerage Awerage Awerage
(doltars in thousands) Balance Rate Balance Rate Balance Rate
Noninterest-bearing demand $1,139,695 —% $ 921,580 —~% § 931,053 — %
Interest-bearing demand 831,983 0.69 779,803 0.65 1,035,579 0.67
Savings 2,188,296 2.92 1,478,492 263 1,505,604 147
Time 4,008919  4.68 2,408,092 4.29 1,814,154  3.09

Total $8,168,893  3.15 $5,587,967 263 $5,286,390 1.81

Total average deposits increased 46.2% in 2007 primarily as a result of the merger with Republic. Average time
deposits increased 66.5% and savings deposits increased 48.0%, while noninterest-bearing demand and interest-
bearing demand balances grew at 23.7% and 6.7%, respectively, reflecting the composition of Republic’s deposit
portfolio and partially as a result of customers migrating balances to more rate sensitive product categories. The
increase in the average cost of the deposit portfolio resulted from rates on acquired deposits being higher than
the rate on the pre-merger deposit portfolio as well as a higher short-term interest rate environment, competitive
deposit pricing pressures, and a shift in deposit mix from lower cost noninterest-bearing demand and interest-
bearing demand deposits to higher cost savings and time deposits.

As of December 31, 2007, certificates of deposit of $100,000 or more accounted for 26.3% of total deposits. The
maturities of these deposits are summarized below.

Table 10. Maturity of Time Certificates of Deposit
of $100,000 or More At December 31, 2007

{in thousands)

Three months or less $ 823,946
After three but within six months 346,755
After six but within twelve months 423,115
After twelve months 589,129

Total $ 2,182,945

Citizens gathers deposits from the local markets of its banking subsidiaries and has used brokered deposits from
time to time when cost effective. Brokered deposits and time deposits greater then $100,000 increased by $73.0
million at December 31, 2007 from the prior year-end as a resuit of increased customer demand for fixed-rate
time deposits resulting from expectations of falling short-term rates. The Corporation will continue to evaluate the
use of alternative funding sources such as brokered deposits to best meet its funding objectives. Citizens
continues to promote relationship driven core deposit growth and stability through focused marketing efforts and
competitive pricing strategies.

BORROWED FUNDS

Short-term borrowings are comprised of Federal funds purchased, securities sold under agreements to
repurchase, other bank borrowings, and Treasury Tax and Loan borrowings. Short-term ‘borrowings totaled
$542.2 million at December 31, 2007 compared with $938.9 million at December 31, 2006. The decrease in
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short-term borrowings was the result of Citizens' post-merger balance sheet restructuring in the first quarter of
2007 and maturing investment securities cash flow not being fully reinvested during 2007. See Note 11 to the
Consolidated Financial Statements for additional information on short-term borrowings.

Long term debt is comprised of FHLB debt, subordinated notes, other promissory notes and other borrowed
funds. Long-term debt totaled $2.9 billion at December 31, 2007, compared with $2.6 billion at December 31,
2006. FHLB debt increased $629.5 million or 36.7% to $2.3 billion at December 31, 2007. This increase was
primarily due to Citizens utilizing long-term FHLB advances to provide funding to reduce the interest rate risk
associated with certain fixed rate commercial and residential mortgage portfolio loans and investment securities.
As of December 31, 2007, other borrowed funds decreased $329.6 million or 56.5% to $254.1 million. This
decrease was primarily due to $327.9 million of long-term repurchase agreements maturing or being retired.
Borrowed funds are expected to remain an impertant, reliable and cost-effective funding vehicle. Citizens had a
total of $171.7 million of trust preferred securities at December 31, 2007, which qualify as Tier 1 capital for
regulatory risk-based capital purposes. Citizens has a five year variable rate term note for $50.0 million at a cost
of LIBOR plus 45 basis points. The credit agreement requires Citizens to maintain certain financial and non-
financial covenants including capital adequacy, nonperforming asset levels and loan loss reserve adequacy.
Citizens determined it was non-compliant with a covenant of the $50.0 million Term Loan Agreement regarding
nonperforming asset levels as of December 31, 2007. Citizens has obtained waivers from the two financial
institutions involved in the loan facility through December 31, 2007. Citizens and the two financial institutions
amended the covenant on February 22, 2008 and Citizens is now compliant with the Term Loan Agreement. See
Note 12 to the Consolidated Financial Statements for additional information.

CAPITAL RESOURCES

Citizens continues to maintain a strong capital position which supports current needs and provides a sound
foundation to support further expansion. Regulatory capital ratios are consistently at or above the “well-
capitalized" standards and all bank subsidiaries have sufficient capital to maintain a well-capitalized designation.
The Corporation’s capital ratios for the past three years are presented below.

Regulatory Minimum

"Well- December 31,
Required Capitalized” 2007 2006 2005
Risk based:
Tier 1 capital 4.00% 6.00% 9.18% 9.41% 9.94%
Total capital 8.00 10.00 11.66 11.90 13.22
Tier 1 Leverage " 4.00 5.00 7.53 7.22 7.98

T1n 2008, the Tier 1 feverage ratio is calculated using ending assets instead of average assets due to the Republic merger on December 29, 2006

Average shareholders equity was $1.5 billion, or 11.64% of average assets for 2007 compared with $661.0
million, or 8.58%, for 2006 and $653.0 million, or 8.40%, for 2005. Citizens declared and paid cash dividends of
$1.160 per share in 2007, an increase of 0.4% over $1.155 per share in 2006. At December 31, 2007,
shareholders’ equity was $1.6 billion, essentially unchanged from December 31, 2006. Book value per common
share at December 31, 2007 and 2006 was $20.84 and $20.58, respectively. On February 22, 2008, Citizens’
Board of Directors approved a reduction in the common stock quarterly cash dividend to $0.14 per share. This
represents a 52% reduction from the previous rate of $0.29 per share that was most recently paid on February 14,
2008.

In October 2003, the Board of Directors approved a plan to repurchase 3,000,000 shares of common stock.
There is no expiration date for this repurchase program. As of December 31, 2007, shares remaining to be
purchased under this program totaled 1,241,154, The repurchase of shares is subject to limitations that may be
imposed by applicable securities laws and regulations and NASDAQ. The timing of the repurchases and the
number of shares to be bought at any one time depend on market conditions and Citizens' capital requirements.
There can be no assurance that the Holding Company will repurchase the remaining shares authorized to be
repurchased, or that any additional repurchases will be authorized by the Board of Directors.




CONTRACTUAL OBLIGATIONS AND OFF-BALANCE SHEET ARRANGEMENTS

Contractual Obligations
In the ordinary course of business, Citizens has entered into certain contractual arrangements that require future

cash payments and may impact liquidity. These obligations include deposits, issuance of debt to fund operations,
purchase obligations to acquire goods or services, and operating leases. The table below summarizes
contractual obligations and future required minimum payments as of December 31, 2007. Refer to Notes 8, 10,
11, and 12 to the Consolidated Financial Statements for further discussion of these contractual obligations.

Table 11. Contractual Obligations
Minimum Payments Due by Period

Year Ended December 31, 2007 Less than More than
(in thousands) Total 1 year 1-3 years  4-5 years 5 years
Deposits without stated maturities!"® $ 4,133,850 $4,133850 §$ - % — 8 -
Deposits with stated maturities'** 4,168,494 3,315,152 556,206 252,966 44,170
Federal Funds Purch and Short Term Repos'" 488,039 488,039 — — -
Other Short-term borrowings!"’ 54,128 54,128 - -
Federal Home Loan Bank borrowings'™? 2,333,739 662,225 1,119,468 189,900 342,146
Other borrowed debt"? 253,912 20,670 76,000 — 157,242
Subordinated debt!"*? 350,000 - 50,000 300,000
Purchase obligations 24,802 11,926 8,879 3,997 —
Operating leases and non-cancelable contracts 28,713 6,542 8,382 5,490 8,299
Total $11,835677 $8,712,532 $1,768,935 $502,353 $ 851,857

" tn the banking industry, interest-bearing obligations are principally utilized to fund interest-bearing assets. As such, interest
charges on related contractual obligations were excluded from reported amounts as the potential cash outflows would have
corresponding cash inflows from interest-bearing assets.

@ This schedule excludes all carrying value adjustments, such as purchase accounting fair value adjustments, hedge accounting
fair value adjustments, and unamortized premiums and discounts, that will not affect future cash payments associated with the
maturity of this debt.

As of December 31, 2007, the Corporation’s liability for uncertain tax positions, including associated interest and
penalties and net of related federal tax benefits, was $4.9 million pursuant to FASB Interpretation No. 48. This
liability represents an estimate of income taxes and other state tax matters which may ultimately not be sustained
upon examination by the tax authorities. Since the ultimate amount and timing of any future cash settlements
cannot be predicted with reasonable certainty, this estimated liability has been excluded from the contractual
obligations table.

Citizens has obligations not included in the above table under its retirement plans as described in Note 13 to the
Consoclidated Financial Statements.

Off-Balance Sheet Arrangements

In the normal course of business, in order to meet the financing needs of customers and to manage exposure to
interest rate risk, Citizens enters into various transactions, which, in accordance with United States generally
accepted accounting principles, are not included in its consolidated balance sheets. These transactions include
commitments to extend credit, standby letters of credit, commercial letters of credit, forward commitments to sell
mortgage loans, and interest rate swaps. These transactions involve, to varying degrees, elements of credit risk,
market risk and liquidity risk in excess of the amount recognized in the consolidated balance sheets, however,
they do not represent unusual risks. The Corporation minimizes its exposure to loss under these transactions by
subjecting them to credit approval and monitoring procedures.

Commitments to extend credit are legally binding agreements to lend cash to a customer as long as there is no
breach of any condition established in the contract. Commitments generally have fixed expiration dates or other
termination clauses and may require the payment of a fee. Some commitments to fund loan applications have an
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agreed-upon fixed rate and subject Citizens to risk due to fluctuations in market interest rates. At December 31,
2007, Citizens had commitments to extend credit totaling $2.5 billion, compared with $2.6 billion at December 31,
2006.

Standby letters of credit are written conditional commitments issued by the Corperation to guarantee the
performance of a customer to a third party. In the event the customer does not perform in accordance with the
terms of the agreement with the third party, the Corporation would be required to fund the commitment. The
maximum potential amount of future payments the Corporation could be required to make is represented by the
contractual amount of the commitment. |If the commitment is funded, the Corporation would be entitled to seek
recovery from the client. At December 31, 2007, Citizens had standby letters of credit outstanding totaling $128.5
million, compared with $171.5 million at December 31, 2006.

Commercial letters of credit are written conditional commitments issued by the Corporation to guarantee the
performance of a client to a third party. These guarantees are issued specifically to facilitate commerce and
typically result in the commitment being drawn on when the underlying transaction is consummated between the
client and the third party. At December 31, 2007, Citizens had commercial lefters of credit outstanding totaling
$255.5 million, compared with $194.8 million at December 31, 2006.

Citizens is also contractually obligated under certain derivative instruments. At December 31, 2007, interest rate
swap notional amounts totaled $1.0 billion, compared with $0.8 billion at December 31, 2006. Refer to Note 19 to
the Consolidated Financial Statements for further discussion of interest rate lock commitments, mandatory
forward commitments and derivative instruments.

At December 31, 2007, Citizens had $24.8 million of commitments to fund residential mortgage loan applications
with agreed-upon rates (“Interest Rate Lock Commitments”), compared with $29.9 million at December 31, 2006.
Interest Rate Lock Commitments and holding residential mortgage loans for sale to the secondary market
exposes Citizens to interest rate risk during the period from application to when the loan is sold to a third party.

To minimize this exposure to interest rate risk, forward commitments are entered into to sell such mortgage loans
at specified future dates to various third parties. At December 31, 2007, Citizens had outstanding mandatory
forward commitments to sell $68.0 million of residential mortgage loans, compared with $78.5 million at
December 31, 2006. These outstanding forward commitments to sell mortgage loans are expected to settle in the
first quarter of 2008 without producing any material gains or losses. As Citizens transitions its mortgage
secondary marketing functions to PHH Mortgage, the market value risk of committing to fund residential mortgage
loan applications is expected to decline. Citizens implemented SFAS 133, as amended, which provides
accounting guidance for derivative investments and hedging activities effective January 1, 2001. See Note 1 to
the Consolidated Financial Statements for further explanation. For the year ended December 31, 2007, the
impact of SFAS 133 on net income was immaterial.

The credit risk associated with commitments to extend credit and letters of credit is essentially the same as that
involved with direct lending. Therefore, these agreements are subject to loan review and approval procedures
and credit policies. Based upon management's credit evaluation of the counter-party, coltateral may be required
as security for the agreement, including real estate, accounts receivable, inventories, and investment securities.
The maximum credit risk associated with these instruments is equal to their contractual amounts, assuming that
the counter-party defaults and the collateral proves to be worthless. The total contractual amounts of
commitments to extend credit and letters of credit do not necessarily represent future cash requirements, since
many of these agreements may expire without being drawn upon. At December 31, 2007 and 2006, a liability of
$5.6 million and $6.1 million, respectively, had been recorded for possible losses on commitments to extend
credit. At December 31, 2007 and 2008, in accordance with FIN 45, a liability of $0.3 million and $0.6 million,
respectively, had been recorded representing the value of the guarantee obligations associated with certain
letters of credit. The guarantee obligation liability will be amortized into income over the life of the commitments.
Citizens’ commitments to extend credit and letters of credit are described in further detail in Note 18 to the
Consolidated Financial Statements.

During the ordinary course of business, Citizens also engages in other financial transactions that are not recorded
on the consolidated balance sheets or are recorded on an equity or cost basis rather than being consolidated.
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Such transactions serve a variety of purposes including liquidity management, capital utilization optimization,
meeting the financial needs of customers and fulfilling Community Reinvestment Act obligations. The following
table presents the total notional amounts and expected maturity of off-balance sheet financial instruments
outstanding at December 31, 2007 and the notional amounts outstanding at December 31, 2006.

Table 12. Off Balance Sheet Financial Instruments
Expected Expiration Dates by Period

December 31, Less than More than December 31,
(in thousands) 2007 1 year 1-3years 4-5years  5years 2006
Financial instruments whose
contract amounts represent credit risk:
Loan commitments to extend credit $ 2510255 § 1,554,369 § 427,857 § 168,430 § 359599 § 2,559.121
Standby letters of credit 128,473 58,942 33,712 9,022 26,797 171,472
Commercial fefters of credit 255,538 104,400 73,402 57,387 20,349 194,834
Financial [nstruments subject to Interest rate risk:
Receive fixed and pay fixed swaps 300,000 300,000 - — — 372,300
Customer initiated swaps and corresponding offsets 713,290 - 198,036 312,542 202,712 378,580
Residential mortgage loan applications
with agreed-upon rates 24,808 24,808 — — — 29,875
Forward commitments to sell residential mortgage loans 68.030 68,030 - - - 78,498
Total $ 4000394 § 2,110,545 § 733,007 $ 547381 § 609457 § 3,784,690

The Corporation has two trust preferred securities issuances outstanding at December 31, 2007. The trust
preferred securities were issued through special purpose trusts which qualify as variable interest entities (“VIES")
under applicable accounting rules. Since Citizens is not the primary beneficiary of the VIEs, consolidation is not
required under the terms of Financial Accounting Standards Board Interpretation 46 "Consolidation of Variable
Interest Entities” ("FIN 46"). As a result, the trust preferred securities were not recorded in the Consolidated
Balance Sheets. Instead, junior subordinated deferrable interest debentures (the “Debentures”) issued by
Citizens to the VIEs were recorded for the gross issuance proceeds. The Debentures are the sole assets of the
trusts and Citizens has guaranteed that interest payments on the Debentures made to the trust wiil be distributed
by the trust to the holders of the trust preferred securities.

in October 2001, Republic Capital Trust |, a Delaware business trust, issued $51.5 million of 8.60% Cumulative
Trust Preferred Securities (liquidation preference of $25 per preferred security). Citizens retired the entire $51.5
million of these trust preferred securities in early 2007.

In the second quarter of 2003, Citizens issued $25.8 million of floating rate trust preferred securities through a
special purpose trust. The debenture issued by Citizens to the trust matures in June 2033, is callable at par after
five years and bears interest at an annual rate equal to the three-month LIBOR plus 3.10%, payable quarterly.
The trust preferred securities issued by the trust have financial terms that are comparable to the debenture,

On October 3, 2006, Citizens Funding Trust | issued $150.0 million of enhanced trust preferred securities.
Distributions on the securities, which represent undivided beneficial interests of the assets of the trust, are
payable quarterly at an annual rate of 7.50%. The proceeds from the offering were used to finance the cash
portion of the merger consideration and for general corporate purposes.

Citizens has non-marketable equity investments that have not been consolidated in the Consolidated Financial
Statements. At December 31, 2007, these investments included $6.4 million in limited partnerships, including a
venture capital fund, an affordable housing tax credit fund and a historical restoration tax credit fund that were
reported under the equity method. Not included in the carrying amount were commitments to fund an additional
$5.7 million at some future date. Consolidation of these investments is not required pursuant to FIN 46 since
Citizens is not the primary beneficiary in the investments. The maximum exposure to loss for all non-marketable
equity investments is the sum of the carrying amounts plus the additional commitments.
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At December 31, 2007, the unpaid principal balance of mortgage loans serviced for others was $536.3 million.
These loans are not recorded an the Consolidated Financial Statements. Capitalized servicing rights relating to
the serviced loans were $3.7 million at December 31, 2007.

Assets held in a fiduciary or agency capacity are not included in the Consolidated Financial Statements because
they are not assets of Citizens. The total assets managed or administered by Citizens at December 31, 2007, in
its fiduciary or agency capacity, were $2.7 billion.

LIQUIDITY AND DEBT CAPACITY

Citizens monitors and manages its liquidity position so that funds will be available at a reasonable cost to meet
financial commitments, to finance business expansion and to take advantage of unforeseen opportunities.
Citizens manages the liquidity of its Holding Company to pay dividends to shareholders, to service debt, to invest
in subsidiaries and to satisfy other operating requirements. It alsc manages the liquidity of its subsidiary banks to
meet client cash flow needs while maintaining funds available for loan and investment opportunities.

The Holding Company’s subsidiary banks derive liquidity through core deposit growth, maturity of money market
investments, and maturity and sale of investment securities and oans. Additionally, its subsidiary banks have
access to financial market borrowing sources on an unsecured, as well as a collateralized basis, for both short-
term and long-term purposes including, but not limited to, the Federal Reserve and Federal Home Loan Banks of
which the subsidiary banks are members.

The primary sources of liquidity for the Holding Company are dividends from and returns on investment in its
subsidiaries. Banking regulations limit the amount of dividends a financial institution may declare to a parent
company in any calendar year. Each of the banking subsidiaries is subject to dividend limits under the laws of the
state in which it is chartered and to the banking regulations mentioned above. Federal and national chartered
financial institutions are allowed to make dividends or other capital distributions in an amount not exceeding the
current calendar year's net income, plus retained net income of the preceding two years. Distributions in excess
of this limit require prior regulatory approval. During 2007, the Holding Company received $111.5 million in
dividends from subsidiaries. In 2007, 2006 and 2005, Citizens paid dividends of $87.8 million, $70.9 million and
$63.2 million, respectively to its shareholders. On February 22, 2008, Citizens' Board of Directors approved a
reduction in the common stock quarterly cash dividend to $0.14 per share. This represents a 52% reduction from
the previous rate of $0.29 per share that was most recently paid on February 14, 2008. As discussed in Note 21
to the Consolidated Financial Statements, as of January 1, 2008, the subsidiary banks are able to pay dividends
of $15.2 million to the Hoiding Company without prior regutatory approval.

The ability of the Holding Company to borrow funds on both a short-term and long-term basis provides an
additional source of liquidity. The Holding Company maintains a $100.0 million short-term revolving credit facility
with three unaffiliated banks. As of December 31, 2007, there was no outstanding balance on this credit facility.
The current facility will mature in August 2008. The credit agreement requires Citizens to maintain certain
financial and non-financial covenants including capital adequacy, nonperforming asset levels, and loan loss
reserve adequacy. Citizens determined it was non-compliant with a covenant in the ravolving credit agreement
regarding nonperforming asset levels as of December 31, 2007. Citizens has obtained waivers from the three
financial institutions involved in the revolving credit facility through December 31, 2007. Citizens will have to re-
negotiate the line of credit with the three financial institutions in order to utilize the revolving credit facility after
December 31, 2007.

Citizens also has contingent letter of credit commitments that may impact liquidity. Since many of these
commitments have historically expired without being drawn upon, the total amount of these commitments does
not necessarily represent the Corporation's future cash requirements in connection with them. Further
information on these commitments is presented in Note 18 to the Consclidated Financial Statements in this
report. Citizens has sufficient liquidity and capital resources to meet presently known short-term and long-term
cash flow requirements.
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The Corporation’s long-term debt to equity ratio was 186.29% at December 31, 2007 compared with 169.42% at
December 31, 2006. Changes in short-term and iong-term debt and deposit obligations during 2007 are further
discussed in the sections titled “Deposits” and "Borrowed Funds.” The Corporation believes that it has sufficient
liquidity and capital sources to meet presently known short-term and long-term cash flow requirements arising
from ongoing business transactions.

Wholesale funding represents an important source of liquidity to the Corporation and credit ratings affect the
availability and cost of this funding. In July 2007, Standard and Poor's Ratings Service and Dominion Bond
Rating Service each affirmed its ratings for Citizens. Moody's Investor Service affirmed its ratings for Citizens in
September 2007. On February 20, 2008, Fitch Ratings downgraded the long-term Issuer Default Ratings for
Citizens Republic Bancorp, Inc. to ‘BBB-' from ‘BBB'. Management does not believe this change will have a
material impact on the Corporation’s ability to issue long-term debt. Credit ratings relate to the Corporation’s
ability to issue long-term debt and should not be viewed as an indication of future stock performance.

INTEREST RATE RISK

Interest rate risk refers to the risk of loss arising from adverse changes in market interest rates. The risk of toss
can be assessed by examining the potential for adverse changes in fair values, cash flows, and future earnings
resulting from changes in market interest rates. Interest rate risk on Citizens’ balance sheet consists of reprice,
option, and basis risks. Reprice risk results from differences in the maturity or repricing timing of asset and
liability portfolios. Option risk arises from embedded options present in many financial instruments such as loan
prepayment options, deposit early withdrawal options, and interest rate options. These options allow customers
and counterparties to Citizens’ investment and wholesale funding portfolios the opportunity to benefit when
market interest rates change, which typically results in higher costs or lower revenues for the Corporation. Basis
risk results when assets and liabilities reprice at the same time but based on different market rates or indices,
which can change by different amounts, resulting in a narrowing of profit spread.

The asset/liability management process seeks to insulate net interest income from large fluctuations attributable
to changes in market interest rates and to maximize net interest income within acceptable levels of risk through
periods of changing interest rates. Accordingly, the Comoeration's interest rate sensitivity is monitored on an
ongoing basis by its Asset and Liability Committee, which oversees interest rate risk management and
establishes risk measures, limits and policy guidelines for managing the amount of interest rate risk. Several
complementary techniques are used to measure interest rate risk exposure, the distribution of risk, the level of
risk over time, and the exposure to changes in certain interest rate relationships. These measures include static
repricing gap analysis, simulation of earnings, and estimates of economic value of equity.

Static repricing gap analysis provides a measurement of reprice risk on the Corporation’s balance sheet as of a
point in time. This measurement is accomplished through stratification of the Corporation’s rate sensitive assets
and liabilities into repricing periods. The sums of assefs and liabilities maturing or repricing in each of these
periods are compared for mismatches within each time segment. Core deposits lacking contractual maturities or
repricing frequencies are placed into repricing and maturity periods based upon historical experience. Repricing
periods for assets include the effects of expected prepayments on cash flows.

Rate sensitive liabilities repricing within one year ‘exceeded rate sensitive assets repricing within one year by
$203.0 million or 1.5% of total assets as of December 31, 2007. This reflects a less liability-sensitive position
than at December 31, 2006 due to the reduction of the fixed-rate investment portfolio and the replacement of
short-term variable rate funding with longer-term fixed rate funding. These results incorporate the impact of off-
balance sheet derivatives and reflect interest rates consistent with December 31, 2007 levels. Repricing gap
analysis is limited in its ability to measure interest rate sensitivity, as embedded options can change the repricing
characteristics of assets, liabilities, and off-balance sheet derivatives in different interest rate scenarios, thereby
changing the repricing position from that outlined above. Further, basis risk is not captured by repricing gap
analysis. '

Citizens utilizes a net interest income simulation model as the primary quantitative tool in measuring the amount
of interest rate risk associated with changing market rates. The model measures the impact on net interest
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income relative to a base case scenario of hypothetical fluctuations in interest rates over the next 12 months.
These simulations incorporate assumptions including prepayment speeds on various loan and investment assets,
cash flows and maturities of financial instruments, market conditions, balance sheet growth and mix, pricing, client
preferences, and Citizens’ financial capital plans. These assumptions are inherently uncertain and subject to
fluctuation and revision in a dynamic environment and as a result the model cannot perfectly forecast net interest
income nor exactly predict the impact of higher or lower interest rates on net interest income. Actual results will
differ from simulated results due to the timing, magnitude, and frequency of balance sheet component and
interest rate changes, and differences in client behavior, market conditions and management strategies, among
other factors.

Net interest income simulations were performed as of December 31, 2007 to evaluate the impact of market rate
changes on net interest income over the subsequent 12 months assuming expected changes in balance sheet
composition over that time period. If market interest rates were to increase immediately by 100 or 200 basis
points (a parallel and immediate shift of the yield curve) net interest income would be expected to decrease by
0.1% and 1.5%, respectively, from what it would be if rates were to remain at December 31, 2007 levels. An
immediate 100 or 200 basis point parallel decline in market rates would be expected to decrease net interest
income by 1.0% and 2.6%, respectively, from what it would be if rates were to remain at December 31, 2007
levels. These measurements represent slightly less exposure to increasing interest rates and slightly more
exposure to decreasing interest rates than at December 31, 2006. Net interest income is not only affected by the
level and direction of interest rates, but also by the shape of the yield curve, pricing spreads in relation to market
rates, balance sheet growth, the mix of different types of assets and liabilities, and the timing of changes in these
variables. Scenarios different from those outlined above, whether different by timing, level, or a combination of
factors, could produce different results.

From time-to-time, derivative contracts are used to help manage or hedge exposure to interest rate risk and
market value risk in conjunction with mortgage banking operations. These currently include interest rate swaps
and forward mortgage loan sales. Interest rate swaps are contracts with a third party (the “counter-party™) to
exchange interest payment streams hased upon an assumed principal amount (the “noticnal amount”). The
notional amount is not advanced from the counter-party. Swap contracts are carried at fair value on the
consolidated balance sheet with the fair value representing the net present value of expected future cash receipts
and payments based on market interest rates as of the balance sheet date. The fair values of the contracts
change daily as market interest rates change.

Holding residential mortgage loans for sale and committing to fund residential mortgage loan applications at
specific rates exposes Citizens to market value risk caused by changes in interest rates during the period from
rate commitment issuance until sale. To minimize this risk, Citizens enters into mandatory forward commitments
to sell residential mortgage loans at the time a rate commitment is issued. These mandatory forward
commitments are considered derivatives under SFAS 133. The practice of hedging market value risk with
mandatory forward commitments has been effective and has not generated any material gains or losses. As of
December 31, 2007, Citizens had forward commitments to sell mortgage loans of $68.0 million. As Citizens
transitions its mortgage secondary marketing functions to PHH Mortgage, the market value risk of committing to
fund residential mortgage loan applications is expected to decline. Further discussion of derivative instruments is
included in Note 19 to the Consolidated Financial Statements.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
The information required by this item is incorporated by reference from “ltem 7 - Management's Discussion and

Analysis of Financial Condition and Results of Operations - Interest Rate Risk."

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

60




Consolidated Balance Sheets
Citizens Republic Bancorp and Subsldiaries

December 31,
(in thousands, except share amounts) 2007 2006
Assets
Cash and due from banks $ 241,104 $ 223,747
Interest-bearing deposits with banks 172 203
Investment Securities:
Securities available for sale, at fair value 2,132,164 2,839,456
Securities held to maturity, at amortized cost
(fair value of $129,366 and $110,283, respectively) 129,126 109,744
Total investment securities : 2,261,290 2,949,200
FHLB and Federal Resene stock 148,838 132,895
Portfolio loans:
Commercial 2,557,152 2,004,894
Commercial real estate 3,097,196 3,120,613
Total commercial 5,654,348 5,125,507
Residential mortgage loans . 1,445,214 1,543,533
Direct consumer . 1,572,329 1,721,410
Indirect consumer 829,353 840,632
Tota! portfolio loans 9,501,244 9,231,082
Less: Allowance for loan losses {163,353) {169,104)
Net partfolio loans 9,337,891 9,061,978
Loans held for sale 75,832 172,842
Premises and equipment 132,500 139,490
Goodwill 775,308 781,635
Other intangible assets 30,546 46,071
Bank owned life insurance 214,321 206,851
QOther assets 288,181 287,700
Total assets $ 13,505,983 $14,002,612
Liabilities
Noninterest-bearing deposits $ 1,125,966 $ 1,223,113
Interest-bearing demand deposits . 782,889 923,848
Savings deposits 2,221,813 2,280,496
Time deposits 4,171,257 4,270,604
Total deposits 8,301,925 8,698,061
Federal funds purchased and securities sold
under agreements to repurchase 488,039 922,328
Other short-term borrowings 54,128 16,551
Other liabilities 144,501 169,022
Long-term debt 2,939,510 2,638,964
Total liabilities 11,928,103 12,444,926
Shareholders’ Equity
Preferred stock - no par value:
Authorized - 5,000,000 shares; Issued - -none ' - —
Common stock - no par value:
Authorized - 100,000,000 shares
Issued and outstanding - 75,722,115 at 12/31/07; 75,675,944 at 12/31/06 975,446 980,772
Retained eamings 597,333 584,289
Accumulated other comprehensive income 5,101 (7,375}
Total shareholders’ equity 1,577,880 1,657,686
Total liabilities and shareholders’ equity $ 13,505,983 $14,002,612

See notes to consoclidated financial statements.
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Consolidated Statements of Income
Citlizens Republic Bancorp and Subsidiaries

{in thousands, except share amounts) 2007 2006 2005
Interest Income
Interest and fees on loans $ 684,047 $ 399469 $ 343,890
Interest and dividends on investrment securities:
Taxable 88,078 48,950 55,382
Tax-exempt 29,268 21,113 20,789
Dividends on FHLB and Federal Resene stock 6,414 2,701 3,132
Money market ineastments 104 119 56
Total interest income 807,911 472,352 423,249
interest Expense
Deposits 257,194 147,132 85,154
Short-term borrowings 34,316 16,017 25,929
Long-term debt 134,222 46,083 36,417
Total interest expense 425,732 209,232 147,500
Net Interest Income 382,179 263,120 275,749
Provision for loan losses 45177 11,265 1,109
Net interest income after provision for loan losses 337,002 251,855 274,640
Noninterest Income
Senvce charges on deposit accounts 48,051 37,709 35,409
Trust fees 20,106 19,465 18,445
Mortgage and other loan income 15,513 9,270 8,983
Brokerage and investment fees 7,901 6,995 7,803
AT™ network user fees 6,283 4,011 4,355
Bankcard fees 6,124 4,567 3,804
Fair value change in CD swap derivatives - (207) (3,604)
Other 18,615 15,918 14,240
Total fees and other income 122,593 97,728 80,435
Investment securitias losses (25) (7,101) (8,927)
Total noninterest income 122,568 90,627 80,508
Noninterest Expense
Salaries and employee benefits 175,895 132,400 132,153
Occupancy 30,971 22,288 22,131
Professional senices 18,031 15,344 17,279
Equipment 14,850 14,691 14,634
Data processing senices 16,234 14,989 13,800
Advertising and public relations 7,282 5.881 7,853
Postage and delivery 7,800 6,095 6,213
Telephone 8,124 5,777 5,481
Other loan expensas 5,518 4,446 2,655
Stationery and supplies 2,700 2,530 3,091
Intangible asset amortization 11,534 2,899 2,899
Restructuring and merger related expenses 8,247 11,324 —
Other 20,437 21,163 14,853
Total noninterest expense 327,423 259,827 243,042
fncomae Before Income Taxes 132,147 82,655 112,106
tncome tax provision 31,305 19,319 31,581
Net Income $ 100842 § 63,336 $ 80,525
Net Income Per Common Share:
Basic $ 134 % 148 8 1.87
Diluted 1.33 1.47 1.85
Average Common Shares Outstanding:
Basic 75,339,430 42,913,180 43,095,730
Diluted 75,578,240 43,065,294 43,412,247

See notes to consolidated financial statemants.
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Consolidated Statements of Changes in Shareholders’ Equity

Citizens Republic Bancorp and Subsidlarles

{in thousands, except per share amounts}

Accumulated
Other
Common Stock Retained Comprehensive
“Bhares Amounl  Eamings  Income {Loss) Total

Balance at December 31, 2004
Comprehensive income, net of tax:
Net income
Other comprehensive income;
Net unrealized loss on securities avallable-for-sale,
net of tax effect of ($12,567)
Less: Reclassification adjustment for net losses included
in net income, net of tax effect of $3,125
Net change in unrealized gain on qualifying cash flow
hedges, net of tax effect of $627
Minimum pension liability, net of tax effect of ($629}
Other comprehensive income total
Total comprehensive income
Exercise of stock options
Tax benefit on non-qualified stock options
Restricted stock compensation
Recognition of stock-based compensation
Cash dividends declared on common shares - $1.140 per share
Shares acquired for refirement

Balance at December 31, 2005
Comprehensive income, net of tax:

43240 § 97180 §539128 § 17.9%4 & 654,302

80,525 80,525

(23,340)
5,802

1,166
(1,168)
(17,540)
62,985
37 5061 5,061
783 783
691 691
141 141
(49,311) (49,311)
(609)  (18,189) {18,189)

42968 § B5526 §570483 § 454 § 656,463

Net income 63,336 63,336
Other comprehensive income;
Net unrealized gain on securities available-for-saie,
net of tax effect of $866 1,609
Less: Reclassification adjustment for net gains included
in net income, net of tax effect of ($21) (40)
Net changs in unrealized loss on qualifying cash flow
hedges, net of tax effect of ($435) (808)
Other comprehensive income total 761
Total comprehensive income 64,097
Proceeds from stock options exercised and restricted stock activity 304 3194 3194
Recognition of stock-based compensation 3,766 3,766
Cash dividends declared on common shares - $1.155 per share {49,530) {49,530)
Common shares issued and stock options assumed due to Republic merger 32,739 887,234 897,234
Shares acquired for retirement (335)  (B.948) (8,948)
Adjustment to initially apply FASB 158, net of tax effect of ($4,626) (8,590} (8,590)

Balance - December 31, 2006
Comprehensive income, net of tax:
Net income
Other comprehensive income:
Net unmealized gain on securities awvailable-for-sale,
net of tax effect of $5,380
Less: Reclassification adjustment for net losses included
in net income, net of tax effect of $9
Net change in unrealized loss on qualifying cash flow
hedges, net of tax effect of ($451)
Minimum pension Yiability, net of tax effect of $1,784
Other comprehensive income total
Total comprehensive income
Proceeds from stock options exercised and restrictad stock activity
Recognition of stock-based compensation
Cash dividends declared on common shares - $1.160 per share
Shares acquired for retiement
Balance - December 31, 2007

75676 $980,772 $584,280 § (7,375) § 1,557,686

100,842 100,842
9,991
16
{838)
3,307
12,476
113,318
709 4833 4833
3,355 3,356
(87,798) (87,798)
(B63)  {13,514) {13,514)

75,722 §$975446 §597333 § 5101 $ 1,577,880

See notes to consofidated financial statements,
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Consolidated Statements of Cash Flows
Citizens Republic Bancorp and Subsidiaries

Year Ended December 31,

(in thousands) 2007 2006 2005
Operating Activities:
Net income $ 100,842 $ 63,336 $ 80,525
Adjustments to reconcile net income to net cash provided by

operating activities:

Provision for loan losses 45,177 11,265 1,109

Depreciation and software amortization 13,108 13,730 14,005

Amortization of intangibles 11,534 2,899 2,899

Deferred income tax (credit) 20,241 {1,252) (3,569)

Amortization and fair value adjustments of purchase accounting mark to market {24,847) —_ =

Discount accretion and amortization of issuance costs on long term debt 978 —_ -

Net (accretion) amortization on investment securities (4,517) 83 3.239

Investment securitias losses 25 7,101 8,027

Loans originated for sale (504,672) {249,806) (320,938)

Proceeds from sales of loans held for sale 590,283 258,151 337.473

Net gains from loan sales {9,036) (4.349) {4,749)

Net (gain) loss on sale of other rea| estate (866) 439 158

Excess tax benefits related to stock-based compensation amangements - (182) —

Recognition of stock-based compensation 3,355 3,766 832

Restructure and merger related (34,435) {8,925) -

Other (32,815) (23,224) {3.394)

Net cash provided by operating activties 174,355 73,032 116,517
investing Activities:
Net decrease in money market imestments " 227 1,389
Securities awailable-for-sale:

Proceeds from sales 364,421 114 313,318

Proceeds from maturities and payments 521,453 284,589 374,676

Purchases (174,633) (333,136) (470,513}
Securities held-to-maturity:

Purchases (19,387) {27,400) (28,407)
Sale of branches, net of cash received {163,592) — -
Net increase in loans and leases {301,620) (95,322) {229,647)
Proceeds from sales of other real estate 13,385 5,711 6,460
Net increase in properties and equipment (7,043) (7.614) (17,7¢1)
Acquisition, net of cash received —_— (105,148} ——n

Net cash provided (used) by investing activities 233,005 (277,969) {50,515)
Financing Activities:
Net decrease in demand and savings deposits {95,886) {120,815} (390,036)
Net (decrease) increase in time deposits (97,431) 292,986 564,115
Net (decrease) increase in short-term borrowings (396,420) 87,765 (195,653)
Proceeds from issuance of long-term debt 1,591,750 378,283 275,000
Principal reductions in long-term debt (1,295,537) (347,181) (215,715)
Cash dividends paid (87,798) (49,530) (49,311)
Proceeds from stock options exercised and restricted stock activity 4,833 3,194 5,061
Excess tax benefits related to stock-based compensation arrangements -_ 182 —_
Shares acquired for retirement {13,514) (B8,948) (18,189)
Net cash {used) provided by financing activities (390,003) 233,936 (24,728)
Net increase in cash and due from banks 17,357 28,999 41,274
Cash and due from banks at beginning of paeriod 223,747 194,748 153,474
Cash and due from banks at end of period $ 241,104 $ 223,747 $ 194,748
Supplemental Cash Flow Information:
Interest paid $ 430,064 § 204,523 $ 145,183
Income taxes paid 9,523 30,867 30,363
Loans transferred to other real estate owned 37.868 6,802 5,533
Loans transferred to held-for-sale - 28,160 —
Securitization of mortgage loans - 214,695 -
Summary of Business Acquisition:
Fair value of core deposit intangibles acquired $ — $ 37837 % -
Goodwill recognized — 727,108 —
Stock issued and options assumed due to Republic merger -— 897,234 —_
Assets acquired in Republic merger -— 5,418,403 -_—
Liabillties assumed in Republic merger -_— 5,013,703 nns




Citizens Republic Bancorp, inc.

Notes To Consolidated Financial Statements
December 31, 2007, 2006, and 2005

References to the “Holding Company” refer to Citizens Republic Bancorp, inc. alone. Citizens Republic Bancorp,
Inc. (collectively, “Citizens” or the “Corporation™), incorporated in the State of Michigan in 1980, is a diversified
banking and financial services company that is registered as a bank holding company under the Bank Holding
Company Act of 1956, as amended. Citizens provides a full range of banking and financial services to individuals
and businesses through its subsidiaries Citizens Bank, and F&M Bank-lowa. These services include deposit
products such as checking, savings, and money market accounts, and loan products such as business, personal,
educational, residential, and commercial mortgage loans, and other consumer-oriented financial services, such as
IRA and Keogh accounts, lease financing for a variety of capital equipment for commerce and industry, and safe
deposit and night depository facilities. Automated Teller Machines (“ATMs”), which provide 24-hour banking
services to customers, are installed in many locations in the Corporation's service areas. The Corporation
participates in an interstate and international shared ATM network, which allows its customers to perform banking
transactions from their checking, savings, or credit card accounts at ATMs in a multi-state and intemnational
environment. Among the services designed specifically to meet the needs of businesses are various types of
specialized financing, treasury management services, and transfer/collection facilities. Citizens also provides
wealth management services through Citizens Bank Wealth Management, N.A., and through the affiliate trust
department of F&M Bank-lowa. The Corporation is not dependent upon any single or limited number of
customers, the loss of which would have a material adverse effect on the Corporation. No material portion of the
business of the Corporation is seasonal.

Note 1. Summary of Significant Accounting Policies

The accounting and reporting policies of Citizens Republic Bancorp, Inc. and its subsidiaries conform to U.S.
generally accepted accounting principles (“GAAP"). The following describes Citizens' policies:

Basis of Financial Statement Presentation
The accompanying consolidated financial statements include the accounts of the Corporation and its wholly
owned subsidiaries. All material intercompany transactions have been eliminated in consolidation.

Citizens completed its merger with Republic Bancorp Inc. (“Republic”y on December 29, 2006. As a result,
December 31, 2006 ending balances in this report incorporate all of Republic’s assets and liabilities at estimated
fair market value. Due to the timing of the merger, average balances and income and expense amounts in this
report for the full year of 2006 reflect only legacy Citizens results, including Citizens’ restructuring and merger-
related expenses. All pre-merger financial data include only legacy Citizens performance and do not incorporate
results of the former Republic.

Additionally, the Corporation also determines whether it should consclidate other entities or account for them on
the equity method of accounting depending on whether it has a controlling financial interest in an entity of less
than 100% of the voting interest of that entity by considering the provisions of Accounting Research Bulletin 51
{ARB 51}, “Consolidated Financial Statements,” or a controlling financial interest in a variable interest entity
{“VIE") by considering the provisions of FASB Interpretation No. 46 ("FIN 46"), “Consolidation of Variable Interest
Entities,” issued in January 2003, and FIN 46R issued in December 2003. Under FIN 46, a VIE is a corporation,
partnership, trust or any other legal structure used for business purposes that either (a) does not have equity
investors with voting rights or (b) has equity investors that do not provide sufficient financial resources for the
entity to support its activities. Under FIN 46R, an entity that holds a variable interest in a VIE is required to
consolidate the VIE if the entity is subject to a majority of the risk of loss from the VIE's activities, is entitled to
receive a majority of the entity’s residual returns or both. ARB 51 is considered for entities in which the total equity
investment at risk is sufficient to enable the entity to finance itself independently and provides the equity holders
with the obligation to absorb losses, the right to receive residual returns and the right to make financial and
operating decisions.
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The Corporation has two active wholly owned trusts formed for the purpose of issuing securities which qualify as
regulatory capital and are considered VIEs. The Corporation is not the primary beneficiary, and consequently, the
trusts are not consolidated in the consolidated financiai statements. Each of the two active trusts have issued
separate offerings of trust preferred securities to investors in 2006 and 2003 for $150.0 million and $25.8 million,
respectively. The gross proceeds from the issuances were used to purchase junior subordinated deferrable
interest debentures issued by Citizens, which is the sole asset of each trust.

In preparing the consolidated financial statements, management is required to make estimates and assumptions
that affect the reported amounts of assets and liabilities as of the date of the balance sheet and revenues and
expenses for the period. Actual results could differ significantly from those estimates. Estimates that are
particularly susceptible to significant change include the determination of the allowance for loan losses, goodwill
and core deposit intangible assets, pension and postretirement benefits, derivative financial instruments and
hedging activities, and income taxes.

Business Combinations

Since the issuance of Statement of Financial Accounting Standards, (“SFAS”) 141, “Business Combinations,” by
the Financial Accounting Standards Board (FASB), business combinations initiated after June 30, 2001, are
required to be accounted for by the purchase method. Under the purchase method, net assets of the business
acquired are recorded at their estimated fair market values as of the date of acquisition with any excess of the
cost of the acquisition over the fair market value of the net tangible and intangible assets acquired recorded as
goodwill.

Securities Purchased Under Agreements to Resell and Securities Sold Under Agreements to Repurchase
Securities purchased under agreements to resell and securities sold under agreements to repurchase are
generally accounted for as collateralized financing transactions and are recorded at the amounts at which the
securities were acquired or sold plus accrued interest. Generally, U.S. government and Federal agency securities
are pledged as collateral under these financing arrangements and cannot be sold or repledged by the secured
party. The fair value of collateral either received from or provided to a third party is continually monitored and
additional collateral obtained or requested to be returned to Citizens as deemed appropriate.

Investment Securities

At the time of purchase, securities are classified as held {o maturity or available for sale. Investment securities
classified as held to maturity, which management has the positive intent and ability to hold to maturity, are
reported at amortized cost, and adjusted for amortization of premiums and accretion of discounts, using the
effective yield method. The amortized cost of debt securities classified as held to maturity or available for sale is
adjusted for amortization of premiums and accretion of discounts, or in the case of mortgage-related securities,
over the estimated life of the security. Such amortization and accretion is included in interest income from the
related security. Available for sale securities are reported at fair value with unrealized gains and losses, net of
related deferred income taxes, included in shareholders’ equity as a separate component of other comprehensive
income. The cost of securities sold is based on the specific identification method. Any security for which there
has been an other-than-temporary impairment of value is written down to its estimated fair market value through a
charge to earnings and a new cost basis is established. Realized securities gains or losses and declines in value
judged to be other-than-temporary are included in investment securities gains (losses), net, in the consolidated
statements of income.

Loans

Loans are reported at the principal amount outstanding, net of unearned income. Interest income is recognized
on an accrual basis. Loan origination fees, certain direct costs, unamortized premiums and unearned discounts
are deferred and amortized into interest income as an adjustment to the yield over the term of the loan. Loan
commitment fees are generally deferred and amortized into fee income on a straight-line basis over the
commitment period. Other credit-related fees, including letter and line of credit fees, are amortized into fee
income on a straight-line basis over their contractual life.

Loans are placed on nonaccrual status when the collection of principal or interest is considered doubtful, or

payment of principal or interest is past due 90 days or more and the loan is not well secured. When loans are
placed on nonaccrual status, all interest previously accrued but unpaid is reversed against current year interest
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income. Loans are normally restored to accrual status when interest and principal payments are current and it is
believed that the financial condition of the borrower has improved to the extent that future principal and interest
payments will be met on a timely basis.

Commercial and commercial real estate loans are generally charged off to the extent principal and interest due
exceed the net realizable value of the collateral, with the charge-off occurring when the loss is reasonably
quantifiable but not later than when the loan becomes 180 days past due. Residential mortgage loans are
generally charged off at foreclosure to the extent principal exceeds the current appraised value less estimated
costs to sell. Direct and indirect consumer loans {open and closed end) are generally charged off before the loan
becomes 120 days past due.

Based on their internal credit rating, commercial and commercial real estate loans exceeding certain fixed dollar
amounts are evaluated for impairment in accordance with the provisions of SFAS 114, “Accounting by Creditors
for Impairment of a Loan,” which requires an allowance to be established as a component of the allowance for
loan losses when it is probable all amounts due will not be collected pursuant to the contractual terms of the loan
and the recorded investment in the loan exceeds its fair value. In most instances the fair value is measured
based on the fair value of the collateral. Fair value may also be measured using either the present value of
expected future cash flows discounted at the loan's effective interest rate or the observable market price of the
loan.

Allowance for Loan Losses

The allowance for loan losses is a reserve established through a provision for possible loan losses charged to
expense, which represents management's best estimate of probable losses that will be incurred within the
existing portfolio of loans. The allowance, in the judgment of management, is necessary to reserve for estimated
loan losses inherent in the loan portfolio. The Corporation's allowance for possible loan loss methodology is
based on guidance provided in SEC Staff Accounting Bulletin No. 102, “Selected Loan Loss Allowance
Methodology and Documentation Issues”™ and includes allowance allocations calculated in accordance with
SFAS 114, as amended by SFAS 118, “Accounting by Creditors for Impairment of a Loan-Income Recognition
and Disclosures,” and allowance allocations determined in accordance with SFAS 5, “Accounting for
Contingencies.” The level of the allowance reflects management's continuing evaluation of industry
concentrations, specific credit risks, loan loss experience, current loan portfolio quality, present economic, political
and regulatory conditions and unidentified losses inherent in the current loan portfolio, as well as trends in the
foregoing. Portions of the allowance may be allocated for specific credits; however, the entire allowance is
available for any credit that, in management’s judgment, should be charged off. While management utilizes its
best judgment and information available, the ultimate adequacy of the allowance is dependent upon a variety of
factors beyond the Corporation’s control, including the performance of the Corporation’s loan portfolio, the
economy, changes in interest rates and the view of the regulatory authorities toward loan classifications.

The Corporation's allowance for loan losses consists of three elements: (i) specific allocated allowances
determined in accordance with SFAS 114 based on probable losses on specific commercial loans; (ii) risk
allocated allowance which is comprised of several homogenous loan pool valuation allowances determined in
accordance with SFAS 5 based on quantitative Citizens’ or banking industry loan loss experience for similar loans
with similar risk characteristics, with additional qualitative risks determined by the judgment of management; and
(iii) general valuation allowances determined in accordance with SFAS 5 based on existing regional and local
economic factors, including deterioration in commercial and residential real estate values, a macroeconomic
adjustment factor used to calibrate for the current economic cycle the bank is experiencing, and other judgmental
factors supported by qualitative documentation such as the inherent imprecision of the loan loss projection
models.

The methodology used by Republic Bank to estimate its allowance for loan losses at December 31, 2006 was not
conformed to the process used by the other subsidiary banks. However, the process used by Republic Bank was
not significantly different than the process used by the other subsidiary banks. As of December 31, 2007, all
loans are now evaluated under one methodology.
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Loans Held for Sale

Loans that the Corporation has the intent and ability to sell are classified as held for sale and are carried at the
lower of cost or fair value. The fair value of commercial loans held for sale is measured based on the fair value of
the underlying collateral. The fair value of consumer loans held for sale is measured based on bids received from
potential bidders, while fair value of residential mortgage loans held for sale is based on purchase commitments
or quoted prices for the same or similar loans. Gains and losses on the sales of loans are determined using the
specific identification methad. Subsequent valuation adjustments to reflect current fair market value, as well as
gains and losses on dispesal of these properties are charged to other income as incurred.

Substantially all of the mortgage loans held for sale are sold within 60 days after closing. Citizens uses
mandatory forward commitments, generally entered into at time of application, to protect the value of the
mortgage loans from changes in interest rates during the period held. The cost basis of mortgage loans held for
sale is adjusted, if material, by any gains or losses generated from mandatory forward commitments to sell the
loans to investors in the secondary market. Citizens' policy to hedge its market rate risk with mandatory forward
commitments has not generated any material gains or losses.

Premises and Equipment

Premises and equipment, including leasehold improvements, are carried at cost less accumulated depreciation
and amortization. Depreciation and amortization are computed principally on a straight-line basis and are
charged to expense over the lesser of the estimated useful life of the assets or lease term. Useful lives range
from three to seven years for furniture, fixtures, and equipment and seven to forty years for buildings and
improvements. Maintenance and repairs are charged to expense as incurred. Gains and losses on dispositions
are charged to income as incurred,

Long-lived depreciable assets are evaluated periodically for impairment when events or changes in circumstances
indicate the carrying amount may not be recoverable. Impairment exists when the expected undiscounted future
cash flows of a long-lived asset are less than its carrying value. In that event, Citizens recognizes a loss for the
difference between the carrying amount and the estimated fair value of the asset based on a quoted market price,
if applicable, or a discounted cash flow analysis.

Other Real Estate Owned

Other real estate owned is comprised of commercial and residential real estate properties acquired through a
foreclosure proceeding or acceptance of a deed-in-lieu of foreclosure, and loans classified as in-substance
foreclosure. These properties are carried at the lower of cost or fair value at the time of acquisition, net of
estimated costs to sell, based upon current appraised value. Losses arising from the initial acquisition of such
properties are charged against the allowance for loan losses at the time of transfer. Subsequent valuation
adjustments to reflect current fair market value, as well as gains and losses on disposal of these properties are
charged to other expenses as incurred.

Bank Owned Life Insurance

Bank Owned Life Insurance is recorded as an asset at the amount that could be realized under the insurance
contracts as of the date of the consclidated balance sheets. The change in cash surrender value during the
period is an adjustment of premiums paid in determining the expense or income to be recognized under the
contracts for the period. This change is recorded in noninterest income as cash surrender value of life insurance
revenue.

Goodwill and Core Deposit Intangible Assets

Goodwill represents the excess of the cost of an acquisition over the fair market value of net identifiable tangible
and intangible assets acquired. Other intangible assets represent purchased assets that also lack physical
substance but can be distinguished from goodwill because of contractual or other legal rights or because the
asset is capable of being sold or exchanged either on its own or in combination with a related contract, asset, or
liability. Under the provisions of SFAS 142, “Goodwill and Other Intangible Assets,” goodwill is no longer ratably
amortized into the income statement over an estimated life, but rather is tested at least annually for impairment.
Impairment of goodwill is evaluated by line of business and geographic region and is based on a comparison of
the recorded balance of goodwill to the applicable market value or discounted cash flows. To the extent that
impairment may exist, the current carrying amount is reduced by the estimated shortfall of the book value over the
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estimated fair value. Therefore, any impairment of goodwill or intangibles will be recognized as an expense in the
period of impairment. Evaluations are also performed on a more frequent basis if events or circumstances
indicate impairment could have taken place. Such events could include, among others, a significant adverse
change in the business climate, an adverse action by a regulator, an unanticipated change in the competitive
environment, and a decision to change the operations or dispose of a reporting unit. Intangible assets which have
finite lives continue to be amortized over their estimated useful lives and also continue to be subject to impairment
testing. All of Citizens' core deposit intangible assets have finite lives and are amortized on an accelerated basis
corresponding with the anticipated lives of the underlying deposits (related to the Republic merger) or on a
straight-line basis (related to previous mergers) over varying periods not exceeding 10 years.

Mortgage Servicing Rights

Citizens recognizes as a separate asset rights to service mortgage loans it does not own but services for others
for a fee. This asset is included in other assets on the balance sheet. Prior to the Republic merger, Citizens did
not have any mortgage servicing rights. As a result of the Republic merger and the December 2006 mortgage
securitization, Citizens recorded mortgage servicing rights. Effective December 2006, Citizens adopted SFAS
156, “Accounting for Servicing of Financial Assets.” Under SFAS 156, all separately recognized servicing assets
and/or liabilities are initially recognized at fair value. For subsequent measurement of servicing rights, Citizens
has elected to follow the amortization measurement method. Amortization is determined in proportion to and over
the period of estimated net servicing income. Impairment of servicing assets is assessed based on the fair value
of those rights. For purposes of measuring impairment, the rights are stratified by product type and interest rate.
The fair value of mortgage servicing assets is estimated by calculating the present value of estimated future net
servicing cash flows, taking into consideration actual and expected mortgage loan prepayment rates, discount
rates, servicing costs, and other economic factors. The expected and actual rates of mortgage loan prepayments
are the most significant factors driving the value of morigage servicing assets. Increases in mortgage loan
prepayments reduce estimated future net servicing cash flows because the life of the underlying loan is reduced.

Securitizations and Sales of Mortgage Loans

Citizens sells substantially all of the fixed-rate single-family mortgage loans originated, including adjustable-rate
loans that convert to fixed-rate loans. These transactions are accomplished through cash sales to Federal Home
Loan Mortgage Corporation ("FHLMC"), Federal National Mortgage Association ("FNMA") and other third-party
investors, as well as through securitizations with FHLMC and FNMA. In general, mortgage-backed securities
("MBSs") received from FHMLC or FNMA in exchange for fixed-rate mortgage loans are sold immediately in the
securities market. From time to time, Citizens also exchanges fixed and variable rate mortgage loans held in
portfolio for FHLMC or FNMA MBSs backed by the same loans. The resulting MBSs are sold to third party
investors or classified as available for sale in the investment security portfolio.

If MBSs are retained in the investment portfolio, any gain or loss at time of sale is recorded as a security gain or
loss. All other gains or losses associated with sales of single-family mortgage loans are recorded as a
component of mortgage banking revenue. Typically, Citizens does not service the loans after they are sold or
exchanged, but sells the mortgage servicing rights, in a separate transaction, before or at the time of the
securitization. Sales or securitizations of mortgage loans through FHLMC and FNMA are done under terms that
do not provide for any material recourse to Citizens by the investor. Citizens does not retain any interest in these
securitized mortgage loans.

Derivative Instruments

Citizens enters into derivative transactions from time to time to protect against the risk of adverse price or interest
rate movements on the value of certain assets and liabilities and on future cash flows. Under the guidelines of
SFAS 133, “Accounting for Derivative Instruments and Hedging Activities,” as amended, all derivative instruments
are required to be carried at fair value on the balance sheet. SFAS 133 also provides special hedge accounting
provisions. Derivative instruments designated in a hedge relationship to mitigate exposure to changes in the fair
value of an asset, liability, or firm commitment attributable to a particular risk, such as interest rate risk, are
considered fair value hedges under SFAS 133. Derivative instruments designated in a hedge relationship to
mitigate exposure to variability in expected future cash flows, or other types of forecasted transactions, are
considered cash flow hedges.
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Fair value hedges are accounted for by recording the fair value of the derivative instrument and the fair value
related to the risk being hedged of the hedged asset or liability on the balance sheet with corresponding offsets
recorded in the income statement. The adjustment to the hedged asset or liability is included in the basis of the
hedged item, while the fair value of the derivative is recorded as a freestanding asset or liability. Actual cash
receipts or payments and related amounts accrued during the period on derivatives included in a fair value hedge
relationship are recorded as adjustments to the interest income or expense recorded on the hedged asset or
liability.

Cash flow hedges are accounted for by recording the fair value of the derivative instrument on the balance sheet
as either a freestanding asset or liability, with a corresponding offset recorded in other comprehensive income
within shareholders' equity, net of tax. Amounts are reclassified from other comprehensive income to the income
statement in the period or periods the hedged forecasted transaction affects earnings.

Under both the fair value and cash flow hedge methods, derivative gains and losses not effective in hedging the
change in fair value or expected cash flows of the hedged item are recognized immediately in the income
statement.

Citizens utilizes mandatory forward commitments to protect against changes in interest rates and prices on its
mortgage pipeline. These derivatives are marked to market through earnings. Citizens is also required to
recognize certain contracts and commitments as derivatives when the characteristics of those contracts and
commitments meet the definition of a derivative. In accordance with SFAS 133 and Staff Accounting Bulletin
(SAB) 105, “Application of Accounting Principles to Loan Commitments,” Citizens also records as derivatives,
residential loan commitments associated with loans held for sale. These derivatives are marked to market
through earnings.

Citizens enters into various derivative agreements with customers desiring protection from possible adverse
future fluctuations in interest rates. As an intermediary, Citizens generally maintains a portfolio of matched
offsetting derivative agreements. These contracts are marked to market through earnings.

Stock-Based Compensation

On January 1, 2006, Citizens adopted the provisions of SFAS 123R, requiring Citizens to recognize expense
related to the fair value of its stock-based compensation awards. Citizens elected to use the modified prospective
transition method as permitted by SFAS 123R and therefore has not restated its financial results for prior periods.
Under this method, Citizens is required to recognize compensation cost for share-based payments using their fair
value at grant date. Stock-based compensation is included in salary expense for those awards granted prior to
the adoption of SFAS 123R but not yet vested at the date of adoption. Stock-based compensation expense for all
awards granted subsequent to the adoption of SFAS 123R was based on the fair value at grant-date, estimated in
accordance with the provisions of the statement. Citizens recognizes compensation expense for stock options
and restricted stock awards on a straight-line basis over the requisite service periods of the awards. Upon
adoption of SFAS 123R, the calculation of the additional paid in capital credits available for deferred tax asset
write-offs related to employee compensation was determined using the transition election prescribed by FASB
Staff Position SFAS 123R-3, “Transition Election to Accounting for the Tax Effects of Share-Based Payment
Awards.” Under this method, Citizens’ beginning balance is zero as a result of the tax benefits from stock-based
employee compensation exceeding the tax that would have been recognized subsequent to the adoption of SFAS
123 in 1995 but prior to the adoption of SFAS 123R in 2006. As a result of the adoption of SFAS 123R, $0.3
million of additional stock-based compensation expense was recognized for 2006, with less than $0.01 per share
impact to basic and dilutive earnings per share.

During 2005, prior to the adoption of SFAS 123R, Citizens’ Compensation and Human Resources Committee of
its Board of Directors approved the acceleration of vesting all nonvested stock options previously awarded to
employees, officers and directors. Consequently, the majority of nonvested stock options were early vested. The
purpose of the vesting acceleration was to reduce compensation expense associated with these options in future
periods. Additionally, Citizens believes that because most of the options that were accelerated had exercise
prices close to or in excess of the current market value of its common stock, the options had limited economic
value and were not fully achieving their original objective of incentive compensation and employee retention.
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In 2005, as an enhancement to the current compensation program, Citizens began awarding a combination of
stock options and restricted stock. Options were immediately vested and expire ten years from the date of grant.
Forfeited and expired options become available for future grants. For shares issued in 2005, restrictions on
nonvested stock generally lapse on the third anniversary of the grant date. Beginning in 2006, restrictions on
nonvested stock generally lapse in three annual installments beginning on the first anniversary of the grant date.
Forfeited restricted stock also becomes available for future grants. Although not included in the calculation of
basic earnings per share, restricted shares are included in outstanding stock totals, are entitied to receive
dividends and have voting rights.

As of December 31, 2007, $8.2 million of total unrecognized compensation cost related to stock options and
restricted stock is expected to be recognized over a weighted average period of 2.2 years.

Prior to the adaption of SFAS 123R, Citizens applied APB 25, "Accounting for Stock Issued to Employees,” as
allowed by SFAS 123, amended by SFAS 148, "Accounting for Stock-Based Compensation—Transition and
Disclosure” and related Interpretations. In general, as the exercise price of options granted under these plans
was equal to the market price of the underlying common stock on the grant date, no stock-based compensation
cost for options granted was recognized in Citizens’ net income for periods prior to the adoption of SFAS 123R.
As required by SFAS 148 prior to the adoption of SFAS 123R, Citizens provides pro forma net income and pro
forma net income per common share disclosures for stock-based awards, as if the fair-value-based method
defined in SFAS 123 had been applied.

The following table illustrates the effect on net income and net income per common share as if Citizens had
applied the fair value recognition provisions of SFAS 123 to stock-based compensation during 2005.

(in thousands, except per share amounts) 2005
Net income, as reported $ 80,525
Add: Stock-based employee compensation expense included in reported net income,
net of related tax effects 541
Less: Total stock-based employee compensation expense determined under fair value
method for all awards, net of related tax effects {6,095)
Pro forma Net Income $ 74,971
Net income per share
Basic - as reported . $1.87
Basic - pro forma 1.74
Diluted - as reported 1.85
Diluted - pro forma 1.72

The fair value of stock-based awards was estimated using the Black-Scholes mode!. The weighted-average
assumptions used to determine the fair value of options granted are provided in Note 14 to the Consolidated
Financial Statements.

Income Taxes

Amounts provided for income tax expense are based on income reported for financial statement purposes and do
not necessarily represent amounts currently payable under tax laws. Deferred income taxes, which arise
principally from temporary differences between the period in which certain income and expenses are recognized
for financial accounting purposes and the period in which they affect taxable income, are included in the amounts
provided for income taxes. In assessing the realizability of deferred tax assets, management considers whether it
is more likely than not that some portion or all of the deferred tax assets will not be realized. The ultimate
realization of deferred tax assets is dependent upon the generation of future taxable income during the periods in
which those temporary differences become deductible. Citizens considers the scheduled reversal of deferred tax
liabilities, projected future taxable income, and tax planning strategies in making this assessment. Based upon
the level of historical taxable income and projections for future taxable income over the period which the deferred
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tax assets are deductible, management believes it is more likely than not that the Corporation will realize the
benefits of these deductible differences, net of the existing valuation allowances at December 31, 2007.

The Corporation adopted FASB Interpretation 48, Accounting for Uncertainty in Income Taxes ("FIN 48”), as of
January 1, 2007. FIN 48 utilizes a two-step approach for evaluating tax positions. Recognition (step one) occurs
when an enterprise concludes that a tax position, based solely on its technical merits, is more likely than not to be
sustained upon examination. Measurement (step two) is only addressed if step one has been satisfied (i.e., the
position is mare likely than not to be sustained). Under step two, the tax benefit is measured as the largest
amount of benefit, determined on a cumulative probability basis, which is more likely than not to be realized on
ultimate settlement. The adoption did not have a significant effect on the Corporation’s financial statements.

The Corporation files a consolidated federal income tax return and various Holding Company and subsidiary state
income tax returns. When income and expenses are recognized in different periods for tax purposes, applicable
deferred taxes are provided in the Consolidated Financial Statements. Accordingly, amounts equal to the tax
benefits of those subsidiaries having taxable federal losses or credits are offset by other subsidiaries that incur
federal tax liabilities. Citizens’ recognizes interest and penalties accrued relative to unrecognized tax benefits in
their respective federal or state income tax accounts.

Net Income per Share

Basic net income per share is based on net income divided by the weighted average number of shares
outstanding in each period. Diluted net income per share shows the dilutive effect of additional common shares
issuable upon the assumed exercise of stock options granted under. Citizens' stock option plans, using the
treasury stock method, and restricted stock awards granted but not yet vested.

Cash and Cash Equivalents

For purposes of reporting cash flows, cash and cash equivalents are considered to include cash and due from
banks, interest-bearing deposits in other financial institutions, federal funds sold and securities purchased under
agreements to ressil.

Reclassifications
Certain amounts have been reclassified to conform with the current year presentation.

Note 2. Recent Accounting Pronouncements

Statements of Financial Accounting Standards (“SFAS")

SFAS No. 158, “Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans, an
amendment of FASB Statements No. 87, 88, 106, and 132(R)”. In September 2006, the FASB issued SFAS
158, which requires plan sponsors of defined benefit pension and other postretirement benefit plans {collectively,
“postretirement benefit plans”) to recognize the funded status of their postretirement benefit plans in the statement
of financial position, measure the fair value of plan assets and benefit obligations as of the date of the fiscal year-
end statement of financial position, and provide additional disclosures. On December 31, 2006, Citizens adopted
the recognition and disclosure provisions of SFAS 1568. The effect of adopting SFAS 158 on Citizens’ financial
condition at December 31, 2006 has been included in the accompanying consolidated financial statements. See
Note 13 for further discussion of the effect of adopting SFAS 158 on Citizens’ consolidated financial statements.

SFAS No. 157, “Fair Value Measurements.” In September 2006, the FASB issued SFAS 157, "Fair Value
Measurements”, which upon adoption will replace various definitions of fair value in existing accounting literature
with a single definition, will establish a framework for measuring fair value, and will require additional disclosures
about fair value measurements. SFAS 157 clarifies that fair value is the price that would be received to sell an
asset or the price paid to transfer a liability in the principal or most advantageous market available to the entity
and emphasizes that fair value is a market-based measurement and should be based on the assumptions market
participants would use. The statement also creates a three-level hierarchy under which individual fair value
estimates are to be ranked based on the relative reliability of the inputs used in the valuation. This hierarchy is the
basis for the disclosure requirements, with fair value estimates based on the least reliable inputs requiring more
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extensive disclosures about the valuation method used and the gains and losses associated with those estimates.
SFAS 157 is required to be applied whenever another financial accounting standard requires or permits an asset
or liability to be measured at fair value. The statement does not expand the use of fair value to any new
circumstances. Citizens adopted SFAS 157 on January 1, 2008, and the adoption did not have a material impact
on financial condition, results of operations, or liquidity.

SFAS No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities.” In February 2007, the
FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Liabilities.” The statement allows
an entity to elect to measure certain financial assets and liabilities at fair value with changes in fair value
recognized in the income statement each period. SFAS 159 was effective January 1, 2008 and Citizens did not
elect the fair value option for any financial assets or financial liabilities.

Note 3. Recent Transactions

Branch Sale

In conjunction with the approval of the Republic merger by the Federal Reserve Board of Governors (“Federal
Reserve™) in December 20086, Citizens divested seven Republic branches in the Flint, Michigan banking market.
When the divestiture was completed in April 2007, the branches had $26.4 million in loans and $200.9 million in
deposits.

Strategic Business Alllance for the Mortgage Operations and Secondary Marketing Functions

On December 10, 2007, Citizens entered into a contract with PHH Mortgage Corporation (“PHH") to perform
mortgage loan processing, servicing of new mortgage loan originations, secondary marketing functions, and other
mortgage-related loan origination services. Citizens expects to fully implement the strategic business alliance by
the end of March 2008.

This is Citizens’ second strategic business alliance with PHH. On March 10, 20086, prior to the announcement of
the Republic merger, Citizens entered into a contract with PHH to perform substantially the same services as the
new contract. As a result of the December 2006 merger with Republic, Citizens gained further expertise in the
loan processing, servicing and secondary market functions and determined it would no longer need the services
provided by PHH. During 2007, mortgage industry trends and local residential market conditions caused a
significant decrease in mortgage origination volume that is expected to continue into the future. As a result,
Citizens evaluated several options to streamline the cost structure of its mortgage operations and determined that
entering into a new alliance with PHH was its best alternative.

Note 4. Business Combinations

On December 29, 2006, Citizens completed its merger with Republic. As a result, 63.6 million shares of Republic
stock were exchanged for 32.7 million shares of Citizens common stock. The fair values of acquired assets,
liabilities and identified intangibles have been finalized for the Republic merger. Goodwill resulting from this
merger was $720.8 million. The merger expands Citizens' presence in Southeast Michigan and Ohio. Due to the
timing of the merger, only legacy Citizens resuits, including Citizens’ restructuring and merger-related expenses,
were included in the results of operations for 2006.

The following unaudited pro-forma condensed combined financial information presents the results of operations
for the Corporation had the merger taken place as of January 1, 2006:
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2006

(in thousands, except per share data) Pro-Forma
Net interest income $ 413,916
Provision for loan losses 50,315
Net interest income after provision for loan losses 363,601
Total noninterest income 111,925
Total noninterest expense 359,786
income Before Income Taxes 115,740
Income tax provision 28,248
Net Income $ 87,492

Per Common Share Data
Net income Per Common Share:

Basic $
| Diluted
‘ Weighted Average Shares Outstanding During the Period
| Basic shares - 75,612
! Diluted shares 76,059
|

Note 5. Business Restructuring and Other Merger-Related Charges

|

| As of December 31, 20086, Citizens had reserves of $9.0 million for restructuring and $27.8 million for merger-
related costs following the Republic merger. In addition, Citizens assumed $9.1 million in other transaction and
system-related reserves from Republic. The restructuring and merger-related reserves were established for
integration activity costs associated with severance expenses, computer system conversions and branch
consolidations. The following table presents the activity in the restructuring reserve during 2007.

Restructuring Reserve Balance Changes in 2007 Balance
December 31, Cash Other December 31,
{in thousands) 2006 Additions Payments Adjustments 2007
Personnel 3 4,323 $ 2,151 $ (4912) § - $ 1,562
Facilities/Branches 3,895 1,709 (1,018) {3,029) 1,557
Systems/Other 791 384 {1,175) --- -
Total $ 9,009 $ 4,244 3 (7,105) § (3,029) § 3,119

The following table presents the activity in the merger reserve during 2007.
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Merger-related Reserves Balance Changes in 2007 Balance
December 31, Cash Other December 31,
{in thousands) 2006 Additions Payments Adjustments 2007
Personne! $ 17,603 3 1,743 $ (16,023) § (2,047) $ 1,276
Professional 7,621 — (6,603) {1,018) -—
Facilities/Branches 2,205 20 (1,280) 415 1,360
Systems/Other 351 60 (411) — -es
27,780 1,823 (24,317) {2,650) 2,636
Other Transaction and
System Reserves 9,088 2,180 (11,260) 4 12
Total $ 36,868 $ 4,003 $ (35577) & (2,646) $ 2,648

During 2007, the restructuring and merger-related reserves were reduced by a net of $5.7 million as a result of
finalizing severance, professional services, and facilities/branch payments and writedowns.

As displayed in the Additions column in the tables above, restructuring and merger-related charges of $8.2 million

were recorded for 2007.

Substantially all of the accrued personnel expenses remaining at December 31, 2007 will be paid during 2008.
The remaining accrued Facilities/Branches expenses are based on contractual obligations and will be paid over
the next twelve years. Citizens continues to negotiate early termination agreements with the landlords in an
attempt to reduce the expense and term of the leases.

Note 6. Investment Securities

The amortized cost, estimated fair value and gross unrealized gains and losses of investment securities follow:

December 31, 2007

December 31, 2006

Estimated Estimated
Amortized Fair Gross Unrealized Amortized Fair Gross Unrealized

(in thousands) Cost Value Gains Losses Cost Value Gains Losses
Avallable For Sale:
U.S. Treasury $ - $ - $ - $ - $ 30985 § 39854 § - % -
Federal Agencies 298,177 304,074 5,897 436,679 436,315 1,044 1,408
Collateralized Mortgage Obligations 587,355 586,954 2,278 2,679 794,395 791,739 242 2,898
Mortgage-backed 667,504 670,565 5,707 2,646 998,871 994,767 393 4,497
State and municipal 560,073 569,466 10,336 943 566,230 575907 10,328 651
Other 1,067 1,105 a8 — 835 874 40 1

Total available for sale $2114176 $ 2,132,164 $ 24,256 $ 6,268 $2836,864 $2,839456 $12047 $ 9,455
Held to Maturity:
State and municipal

Total held to maturity $ 129,126 $ 129366 $ 978 $§ 738 $ 109,744 $ 110,283 § 905 $ 366
FHLB and Fed Reserve stock $ 148,838 $ 148838 $ - $ e $ 132895 § 132895 $ — $ —

Securities with amortized cost of $1.2 billion at December 31, 2007, and $1.3 billion at December 31, 2006, were
pledged to secure public deposits, repurchase agreements and other liabilities. Except for obligations of the U.S.
Government and its agencies, no holdings of securities of any single issuer exceeded 10% of consolidated
shareholders equity at December 31, 2007 or 2006,
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The amortized cost, estimated fair value and weighted average yields of debt securities by maturity at December
31, 2007 are shown below. Maturites of mortgage-backed securities are based upon current industry
prepayment schedules.

Weighted
Within 1t05 5to 10 After 10 Average
(in thousands) 1 Year Years Years Years Total Yield
Avallable for Sale:
U.S. Treasury $  — 3 — % -~ % - % — %
Federal Agencies 4,967 244,374 48,836 298,177 5.08
Collateralized Mortgage Obligations 90,331 496,944 3 77 587,355 4.83
Mortgage-backed Securities 9,843 303,386 317,972 36,303 667,504 5.12
State and municipal 27,234 156,107 220,545 156,187 560,073 6.72
Other 1,054 -— 13 1,067 432
Amortized Cost $ 133,429 $1,200,811 $587,356 §$ 192580 $2,114,176
Fair Value $ 133,468 $1,210497 §$ 595662 § 192,537 $2,132,164
Weighted Average Yield 5.19% 5.34% 5.56% 6.06% 5.46%
Held to Maturity:
State and Municipal $ 1491 % 3503 % 21,236 $102896 $ 129,126 6.24 %
Amortized Cost $ 1431 % 3503 $ 21236 $102896 $ 129,126
Fair Value $ 1494 § 3581 $ 21441 $102850 § 129,366
Weighted Average Yield 5.22% 5.94% 6.09% 6.30% 6.24%

A total of 385 securities had unrealized losses at December 31, 2007. These securities, with unrealized losses
aggregated by investment category and length of time in a continuous unrealized loss position, are as follows:
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As of December 31, 2007 Less than 12 Months More than 12 Months Total

Estimated Unrealized Estimated Unrealized Estimated Unrealized

{(in thousands) Fair Value Losses Fair Value  Losses Fair Value Losses
Available For Sale:
U.S. Treasury $ - $ - $ —-— % - 5 - % -
Federal agencies: - --- - — -— -
Collateralized Mortgage Obligation 212,274 2,185 67,253 514 279,527 2,679
Mortgage-backed 33,102 219 115,712 2427 148,814 2,646
State and municipal 69,429 625 17,596 318 87,025 943
Other -— -— -— -—
Total availabte for sale 314,805 3,009 200,561 3,259 515,366 6,268
Held to Maturity:
State and municipal 43,700 536 14,230 202 57,930 738
Total held to maturity 43,700 536 14,230 202 57,930 738
Total $ 358,505 $ 3,545 $ 214,791 $3,461 $ 573296 % 7,006
As of December 31, 2006 Less than 12 Months More than 12 Months Total
Estimated Unrealized Estimated Unrealized  Estimated Unrealized
{in thousands) Fair Value Losses Fair Value  Losses Fair Value Losses
Available For Sale:
U.S. Treasury $ - $ - 3 —_ 5 $ - %
Federal agencies: 129,466 892 129,864 516 259,330 1,408
Collateralized Mortgage Obligation 166,655 1,476 91,594 1,422 258,249 2,898
Mortgage-backed 202,468 3,217 40,629 1,280 243,097 4,497
State and municipal 37,016 345 15,200 306 52,216 651
Other -— -— 103 1 103 1
Total available for sale 535,605 5,930 277,390 3,525 812,995 9,455
Held to Maturity:
State and municipal 33,278 207 10,252 159 43,530 366
Total held to maturity 33,278 207 10,252 159 43,530 366
Total $ 568,883 $ 6,137 $ 287,642 $3,684 $ 856525 § 9,821

The unrealized losses are mostly due to increases in market interest rates over yields at the time the underlying
securities were purchased. Recovery of fair value is expected as the securities approach their maturity date or re-
pricing date or if valuations for such securities improve as market yields change. Management considers, among
other things, the length of time and the extent to which the fair value has been less than cost, the credit
worthiness and near-term prospects of the issuer, and the intent and ability of Citizens to retain the investment for
a period of time sufficient to allow for any anticipated recovery in fair value. Factors considered in the
determination of intent and ability include capital adequacy, interest rate risk profile, liquidity, and business plans.
As such, Citizens has the intent and ability to hold the impaired securities to anticipated recovery, but may change
its intent in response to significant, unanticipated changes in policies, regulations, statutory legislation or other
aforementioned criteria.

Citizens incurred an impairment charge of $7.2 million (investment security loss) in the fourth quarter of 2008
because it no longer had a positive intent to hold $317.3 million of its investment portfolio to recovery. These
securities, which were sold in the first quarter of 2007, were part of planned strategies to restructure the
Corporation's balance sheet as a result of the Republic merger to help reduce interest rate risk, liquidity risk and
improve earnings quality.

77



Sales, calls and write-downs of available-for-sale investment securities resulted in realized gains and losses as
follows:

Year Ended December 31,

(in thousands) 2007 2006 2005
Proceeds from sales $ 364,421 3 114 $ 313,318
Securities gains $ 670 $ 62 $ 49
Securities losses {695) {7,163) (8,976)
Net Loss $ 25 $ (7.101) $ (8,927)

Note 7. Loans, Nonperforming Assets, Allowance for Loan Losses, and Loans Held for
Sale

Citizens primarily extends credit within the Midwestern states of Michigan, Wisconsin, Chio, lowa, and Indiana. In
Michigan, the primary market areas are concentrated in the Lower Peninsula with a small presence in the Upper
Peninsula. In Wisconsin, the primary markets include the greater Green Bay Metropolitan area, the Fox Valley
region which extends from Appleton to Oshkosh, suburban Milwaukee, and also rural markets in southern and
northern Wisconsin. In Ohio, the primary market area is the greater Cleveland area. In lowa, the primary market
is the central region of the state. In Indiana, the primary market area is Indianapolis. Citizens seeks to limit its
credit risk by using established guidelines to review its aggregate outstanding commitments and loans to
particular borrowers, industries and geographic areas. Collateral is secured based on the nature of the credit and
management's credit assessment of the custorner. Total portfolio loans outstanding are recorded net of unearned
income, unamortized premiums and discounts, deferred loan fees and costs, and fair value adjustments.

Citizens’ loan portfolio is widely diversified by barrowers with no concentration within a single industry that
exceeds 10% of total loans. Citizens has minimal [oans to foreign debtors. The majority of Citizens' commercial
real estate loans consist of mortgages on non-owner occupied properties. Those borrowers are involved in real
estate business activities and the sources of repayment are dependent on the performance of the real estate
market. In such cases, Citizens generally requires the borrower to have a proven record of success and to meet
Citizens’ underwriting criteria for this type of credit risk.

Citizens has no material related party transactions which would require disclosure. Citizens has, in the normal
course of business and in accordance with applicable regulations, made loans to certain directors and executive
officers including their families and entities in which certain directors and executive officers have 10% or more
ownership interest. In the opinion of management such loans and other transactions were made on substantially
the same terms, including interest rates and collateral, as those prevailing at the time for comparable transactions
with unrelated parties and did not involve more than normal risk of collectibility.

A summary of nonperforming assets follows:
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December 31,

{(in thousands) 2007 2006
Nonperforming loans:
Nonaccrual $ 185,397 $ 57,892
Loans 90 days past due (still accruing) 3,650 767
Restructured 315 378
Total nonperforming portfolio loans 189,362 59,037
Nonperforming held for sale 21,676 22,846
Other real estate acquired 38,234 18,347
Other non-real estate acquired 2,268 1,818
Total nonperforming assets $ 251,540 $ 102,048

There are no significant commitments outstanding to tend additional funds to clients whose loans were classified
as nonaccrual or restructured at December 31, 2007.

The effect of nonperforming loans on interest income follows:

Year Ended December 31,

(in thousands) 2007 2006 2005 "
Interest income:
At original contract rates $ 13,557 $2136 $2,545
As actually recognized 6,307 615 615
Interest foregone $ 7,250 $ 1,521 $ 1,930

" 2006 and 2005 exclude the effect of the Republic merger.

A summary of impaired loans and their effect on interest income follows:

Valuation Reserve

(in thousands) . 2007 2006 2007 2006
Balances - December 31
Impaired loans with valuation reserve $ 33651 § 20737 $ 17,769 $ 7,550
Impaired loans with no valuation reserve 18,684 21,641 —— -—-
Total impaired loans $ 52335 § 42,378 $ 17,769 § 7,550
Impaired loans on nonaccrual basis $ 52335 $ 11,321 $ 17,769 § 2,104
Impaired loans on accrual basis - 31,057 - 5,446
Total impaired loans $ 52,335 $ 42378 $ 17,769 $ 7,550
Average balance for the year $ 53,943 % 19,87
Interest income recognized for the year - 1,478
Cash collected applied to outstanding principal 2,516 344

In December 2003, the American Institute of Certified Public Accountants issued Statement of Position 03-3
{(“SOP 03-3"), “Accounting for Certain Loans or Debt Securities Acquired in a Transfer”. SOP 03-3 requires
acquired impaired loans for which it is probable that the investor will be unable to collect all contractually required
payments receivable to be recorded at the present value of amounts expected to be received and prohibits
carrying over or creating valuation allowance in the initial accounting for these loans. Loans carried at fair value,
mortgage loans held for sale, and loans to borrowers in good standing under revolving credit agreements are
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excluded from the scope of SOP 03-3. The guidance is effective for loans acquired in fiscal years beginning after
December 15, 2004.

Citizens acquired $25.8 million of impaired loans in the Republic merger. These loans were recorded at their fair
value of $21.6 million with no associated allowance for loan losses in accordance with the provisions of SOP 03-
3. Additional disclosures required by SOP 03-3 are not provided because the amounts are not significant.

The Consolidated Financial Statements do not include loans serviced for others, which totaled $536.3 million and
$1.2 billion at December 31, 2007 and 2006, respectively.

A summary of changes in the allowance for loan losses follows:

{in thousands) 2007 2006 2005
Allowance for loan losses - January 1 $ 169,104 $ 116,400 HHHERHHE
Provision for loan losses 45,177 11,265 1,109
Charge-offs {59,591) {23,819) (28,847)
Recoweries 8,663 7,555 21,954
Net charge-offs (50,928) (16,264) (6,893)
Allowance of acquired bank - 57,703 —
Allowance for loan losses - December 31 $ 163,353 $ 169,104 HHHBHEHE
Allowance for losses on lending-related commitments - Decemt $§ 5,571 $ 6,119 $ 3,023

Loans Held for Sale. The loans held for sale category, which totaled $75.8 million at December 31, 2007, is
comprised of commercial real estate and residential mortgage loans. In December 2006, commercial real estate
loans totaling $68.6 million were transferred from the commercial real estate portfolio to loans held for sale to
reflect alignment of certain Republic loans with Citizens’ lending philosophies. At December 31, 2007,
commercial real estate loans held for sale totaled $38.0 million. The decrease was due to a $23.3 million sale in
the first quarter of 2007 and, to a lesser extent, customer paydowns and adjustments to reflect current fair-market
value. At December 31, 2007, residential mortgage loans held for sale totaled $37.8 million, which represents
loans that are marked for sale in the secondary market but, as a normal course of business, have not yet been

sold.

Note 8. Premises and Equipment

A summary of premises and equipment follows:

December 31,

{in thousands) 2007 2008
Land $ 32,657 $ 35212
Buildings 168,739 164,612
Leasehold improvements 8,349 9,371
Fumiture and equipment 127,667 124,202
337,412 333,397
Accumulated depreciation and amortization {204,912) {193,907)
Total $ 132,500 $ 139,490

Certain branch facilities and equipment are leased under various operating contracts. Total rental expense,
including expenses related to these operating leases, was $7.7 million in 2007, $4.1 million in 2006, and $4.3
miltion in 2005. Future minimum rental commitments under non-cancelable operating leases are as follows at
December 31, 2007:
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{in millions) Amount

2008 $ 65
2009 4.5
2010 39
2011 3.1
2012 2.4
After 2012 8.3

Total $ 28.7

Note 9. Goodwill and Core Deposit Intangible Assets

SFAS 142, “Goodwill and Other Intangible Assets”, requires that goodwill be tested for impairment at least
annually. During 2007, the fair values of acquired assets, liabilities and identified intangibles associated with the
Republic merger were finalized. As a result, the goodwill from this merger was reduced by $6.3 million from the
December 31, 2006 estimate. Additionally, the amount classified as “Republic Merger” in the 2006 Form 10-K
has been allocated among the segments. As a result of management organizational changes discussed in Note
17, the 2008 amounts have been reclassified between segments to conform to the current year presentation.
Citizens performed its annual impairment testing as of September 30, 2007 and no impairment was identified. A
summary of goodwill allocated to the lines of business as of December 31, 2007 and 2006 follows:

December 31,

(in thousands) 2007 2006
Specialty Commercial $ 178,089 § 179,653
Regional Banking 595,418 600,181
Wealth Management 1,801 1,801
Total Goodwill $ 775308 $ 781,635

A summary of core deposit intangibles at December 31, 2007 and 2006 follows:

December 31,

(in thousands) 2007 2006

Core deposit intangibles ! $ 62835 $ 66826

Accumulated amortization (32,289) (20,755)
Total other intangibles $ 30,546 $ 46,071

11$3,991,000 reduction in core deposit intangibles due to branch sale. See Note 3.

The following presents the estimated future amortization expense of core deposit intangible assets.
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(in thousands)

Year ending December 31, Amount
2008 $ 9132
2009 7,036
2010 3,923
2011 3,027
2012 2,120
Thereafter 5,308
Total $ 30,546

All of Citizens' core deposit intangible assets have finite lives and are amortized on an accelerated basis
corresponding with the anticipated lives of the underlying deposits (related to the Republic merger) or on a
straight-line basis (related to previous mergers) over varying periods not exceeding 10 years. The weighted-
average amortization period for core depesit intangible assets is 2.6 years.

Note 10. Deposits

A summary of deposits follows:

December 31,

{in thousands) 2007 2006
Noninterest-bearing demand $ 1,125,966 $ 1,223,113
Interest-bearing demand 782,889 923,848
Savings 2,221,813 2,280,496
Time deposits over $100,000 2,182,945 2,109,960
Other time deposits 1,988,312 2,160,644

Total $ 8,301,925 $ 8,698,061

Excluded from total deposits are deposit account overdrafts, which have been reclassified as loans. At December
31, 2007 and 2006, these overdrafts totaled $14.1 million and $6.2 million, respectively. Time deposits of
$100,000 or more with remaining maturities of one year or more are $589.0 million at December 31, 2007. The
maturities of these time deposits are as follows:

(in miflions) Amount
2009 $ 2046
2010 128.3
2011 144.6
2012 715
After 2012 40.0
Total $ 589.0

Note 11. Short-Term Borrowings
Short-term borrowings consist of federal funds purchased and securities sold under agreements to repurchase,

other bank borrowings, and Treasury, Tax and Loan borrowings. Federal funds purchased are overnight
borrowings from other financial institutions. Securities sold under agreements to repurchase are secured
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transactions done principally with investment banks. Maturities of securities sold under agreements to
repurchase are generally 90 days or less. Other short-term borrowings were $54.1 million and $16.6 million at
December 31, 2007 and 2008, respectively. Other short-term borrowings were comprised of Treasury, Tax and
Loan demand notes.

Information relating to federal funds purchased and securities sold under agreements to repurchase follows:

{in thousands) 2007 2006 2005

At December 31:
Balance $ 488,039 $ 922,328 $ 505,879
Weighted average interest rate paid 3.88% 5.06% 4.13%

During the year:
Maximum outstanding at any month-end $1,275,409 $ 922,328 § 964,524
Daily average 654,120 363,988 802,554
Weighted average interest rate paid 4.91% 4.81% 3.21%
Weighted average interest rate paid, including effects of swaps 4.71% 4.26% 3.20%

The Holding Company maintains a short-term line of credit with three unaffiliated banks totaling $100.0 million.
As of December 31, 2007, there was no outstanding balance. The credit facility will mature in August 2008. The
credit agreement requires Citizens to maintain certain financial covenants. Citizens determined it was non-
compliant with a covenant of the revolving credit agreement regarding nonperforming asset levels as of
December 31, 2007. Citizens has obtained waivers from the three financial institutions involved in the revolving
credit facility through December 31, 2007. Citizens will have to re-negotiate the line of credit with the three
financial institutions in order to utilize the revolving credit facility after December 31, 2007.

Note 12. Long-Term Debt

A summary of long-term debt follows:

December 31,

(in thousands) 2007 2006
Citizens (Parent only):
Variable rate promissary notes payable due May 1, 2011 $ 50,000 $ -
Subordinated debt:
5.75% subordinated notes due February 2013 119,125 117,788
Variable rate junior subordinated debenture due June 2033 25,726 25,628
7.50% junior subordinated debentures due September 2066 145,971 145,254
8.60% junior subordinated debentures due December 2031 —_ 51,5646
Subsidiaries:
Federat Home Loan Bank advances 2,344,636 1,715,132
Other bomowed funds 254,052 583,616
Total long-term debt $ 2,939,510 $ 2,638,964

On March 2, 2007, Citizens retired $50.0 million of trust preferred securities at 8.60%, originally due in 2031. This
transaction settled on April 2, 2007 and Citizens issued a five year variable rate term note for $50.0 million at a
cost of LIBOR plus 45 basis points on the same date. The credit agreement requires Citizens to maintain certain
financial and non-financial covenants including capital adequacy, nonperforming asset levels and loan loss
reserve adequacy. Citizens determined it was non-compliant with a covenant of the $50.0 million Term Loan
Agreement regarding nonperforming asset levels as of December 31, 2007. Citizens has obtained waivers from
the two financial institutions involved in the loan facility through December 31, 2007. Citizens and the two
financial institutions amended the covenant on February 22, 2008 and Citizens is now compliant with the Term
Loan Agreement.
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On January 27, 2003, Citizens issued $125.0 million of 5.75% subordinated notes, maturing February 1, 2013.
tssuance costs were capitalized and are included in the long-term debt total on the balance sheet. The issuance
costs are being amortized over ten years as a compeonent of interest expense. Under the risk-based capital
guideiines, the subordinated debt currently qualifies as Tier 2 supplementary capital.

On June 26, 2003, Citizens issued $25.8 million of floating rate, 30 year trust preferred securities through an
unconsolidated special purpose trust to unrelated institutional investors. The gross proceeds from issuance were
used to purchase a floating rate junior subordinated deferrable interest debenture {the “Debenture”) issued by
Citizens, which is the sole asset of the trust. The Debenture matures in thirty years and bears interest at an
annual rate equal to the three-month LIBOR plus 3.10%, payable quarterly beginning in September, 2003.
Interest is adjusted on a quarterly basis provided that prior to May 2008, the interest rate shall not exceed
11.75%. The Debenture is an unsecured obligation of Citizens and is junior in right of payment to all future senior
indebtedness of Citizens. Citizens has guaranteed that interest payments on the Debenture made to the trust will
be distributed by the trust to the holders of the trust preferred securities. lssuance costs of $0.5 million were
capitalized and are included in the long-term debt total on the balance sheet. The trust preferred securities of the
special purpose trust are callable after five years at par and must be redeemed in thirty years after issuance. In
accordance with FASB Interpretation 46 and APB 21, the issuance costs are amortized to the call date over five
years as a component of interest expense, as Citizens believes this is the most probable life of these securities.
Under the risk-based capital guidelines, the trust preferred securities currently qualify as Tier 1 capital.

On October 3, 2008, Citizens Funding Trust | {the “Trust”) completed an offering of $150.0 million aggregate
liquidation amount of enhanced trust preferred securities. The gross proceeds from issuance were used to
purchase a junior subordinated deferrable interest debenture issued by Citizens, which is the scle asset of the
trust. The 2006 debentures rank junior to Citizens' outstanding debt, including the other outstanding junior
subordinated debentures. The enhanced trust preferred securities are listed on the New York Stock Exchange
(NYSE symbol CTZ-PA). Distributions on the securities, which represent undivided beneficial interests in the
assets of the Trust, accrue from the original issue date and are payable quarterly in arrears at an annual rate of
7.50%, beginning December 15, 2006. The securities are callable on or after September 15, 2011 and mature on
September 15, 2066. Issuance costs of $5.1 million were capitalized and are included in the long-term debt total
on the balance sheet. In accordance with FASB Interpretation 46 and APB 21, the issuance costs are amortized
to the call date over five years as a component of interest expense. The proceeds from the offering were used to
finance the cash portion of the consideration paid in Citizens' merger with Republic and for general corporate
purposes.

As of December 31, 2007 advances from the FHLB are at fixed rates ranging from 3.07% to 7.10% and mature
from 2008 through 2021. FHLB advances totaling $460.0 million may be put back to Citizens at the option of the
FHLB. Advances totaling $1.9 billion are non-convertible and subject to neither put nor call options. Citizens’
advances from the FHLB were collateralized at December 31, 2007 with $3.8 billion of residential and commercial
loans secured by real estate, and $492.5 million par value of securities held for pledging.

As of December 31, 2007, $252.8 million of long-term repurchase agreements with interest rates ranging between
2.96% to 5.11%, maturing between January 2008 and May 2018 were outstanding. Long-term repurchase
agreements are classified under Other Borrowed Funds.

The par value of long-term debt is scheduled to mature as shown in the table below. This schedule excludes all
carrying value adjustments, such as purchase accounting fair value adjustments, hedge accounting fair value
adjustments, and unamortized premiums and discounts, that will not affect future cash payments associated with
the maturity of this debt.
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{in thousands) Parent Subsidiaries  Consolidated

2008 - $ - § 703242 $ 703,242
2009 - 165,252 165,252
2010 -— 605,254 605,254
2011 50,000 425,022 475,022
2012 - 189,424 189,424
Over 5§ Years 300,000 489,787 799,787

Total $ 350,000 $2,587.981 $2,937,981

Note 13. Employee Benefit Plans

Pension and Postretirement Benefits: Citizens maintains a cash balance defined benefit pension plan and
postretirement benefit plans for retirees that include health care benefits. Pension retirement benefits are based
on the employges’ length of service and salary levels. Actuarially determined pension costs are charged to current
operations. It is Citizens’ policy to fund pension costs in an amount sufficient to meet or exceed the minimum
funding requirements of applicable laws and regulations, plus such additional amounts as Citizens deems
appropriate up to that allowable by federal tax regulations. Under the defined benefit plan, employees are eligible
for early retirement at age 55 with at least 5 years service.

Citizens also maintains nonqualified supplemental benefit plans for certain key employees. These plans are
provided for by charges to eamings sufficient to meet the projected benefit obligation under applicable accounting
standards. The defined pension benefits provided under these plans are unfunded and any payments to plan
participants are made by Citizens.

Citizens’ postretirement benefit plan, as amended, is available to full-time employees who retire at normal
retirement age, were age 50 prior to January 1, 1993 and have at least 15 years of credited service under
Citizens’ defined benefit pension plan. The medical portion of the plan is contributory to the participants. Those
retired prior to January 1, 1993 receive benefits provided by the plan prior to its amendment. That plan included
dental care, had some retiree contribution requirements, and less restrictive eligibility requirements.

Effective December 31, 20086, Citizens' current defined benefit pension plans were “frozen,” preserving prior
earned benefits and replacing the future accrual of benefits with additional benefits under the defined contribution
plan. Upon freezing the defined benefit plans, Citizens recorded a net curtailment loss of $1.1 million. In addition,
on December 31, 20086, the Citizens Banking Corparation Amended and Restated Cash Balance Pension Plan for
Employees and the Citizens Banking Corparation Cash Balance Pension Plan were combined into a single plan.

On December 31, 2008 Citizens adopted the recognition and disclosure provisions of SFAS 158. This statement
required Citizens to recognize the funded status (i.e. the difference between the fair value of plan assets and the
projected benefit obligations) of its pension plan in the December 31, 2006 consolidated balance sheet, with a
corresponding adjustment to accumulated other comprehensive income, net of tax. The adjustment to
accumulated other comprehensive income at adoption represents the net unrecognized actuarial losses and
unrecognized prior service costs remaining from the initial adoption of SFAS 87, all of which were previously
netted against the plan’s funded status in Citizens’ statement of financial position pursuant to the provisions of
SFAS 87. These amounts will be subsequently recognized as net periodic pension cost pursuant to Citizens’
historical accounting policy for amortizing such amounts. Further, actuarial gains and losses that arise in
subsequent periods and are not recognized as net periodic pension cost in the same pericds will be recognized
as a component of other comprehensive income. Those amounts will be subsequently recognized as a
component of net periodic pension cost on the same basis as the amounts recognized in accumulated other
comprehensive income at adoption of SFAS 158.

Included in accumulated other comprehensive income at December 31, 2007 are the following amounts that have

not been recognized prior to December 31, 2007 in net periodic pension cost: unrecognized prior service credits
of $0.4 million ($0.3 million net of tax) and unrecognized actuarial iosses of $10.5 million ($6.8 million net of tax).
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The prior service cost of $0.2 milion and the actuarial loss of $0.1 million included in accumulated other
comprehensive income and will be recognized in net periodic pension cost during the fiscal year ended December

31, 2008.

An actuarial measurement date of December 31 was utilized in the following table to determine the projected
benefit obligations, fair value of plan assets, and accumulated benefit obligation at December 31, 2007 and 2006.

Pension Supplemental Postretirement

Benefits Pension Pian Benefits
{in thousands) 2007 2006 2007 2006 2007 2006
Change in Benefit Obligation
Projected benefit obligation, beginning of year ~ $84,860 $87,603 $ 14683 $ 11,914 $ 11,226 3 9,819
Service cost --- 3,649 - 842 1 4
Interest cost 4,761 4,671 768 641 578 516
Participant contribution e -—- e -— 397 229
Actuarial (gains) losses {1,859) (2,179) (1,824) 59 {794) 594
Plan amendments --- 115 (163) 1,742 153 -
Additional liability assumed through acquisition - - - - - 1,286
Curtaiiments - {1,003) - - e -—
Benefits paid {9,341)  (7,996) (515) (515) {1,366) (1,222)
Projected benefit obligation, end of year $78,421 $84,860 $ 12949 $ 14,683 $ 10,195 § 11,226
Accumulated benefit obligation, end of year $78421 $84,860 $ 11648 § 11,649 $ 10,195 $ 11,226
Change in Plan Assets
Fair value of plan assets, beginning of year $92,027 $89,109 $ — § — $ - § —
Actual return on plan assets 6,970 9,914 - --- --- -
Employer contribution 1,000 515 515 969 993
Participant contribution - = - - 397 229
Benefits paid (9,341)  (7,996) (515) (515) (1,366}  {1,222)
Fair value of plan assets, end of year $89,656 $92,027 $ - 3 —- $ - % -—

Reconciliation of Funded Status

{Under)/Over funded status of plan

Net amount recognized in the
consolidated balance sheets

$11,236 $ 7,167

$ (12,949) $ (14,683)

${10,195) $(11,226)

$11,236 $ 7,167

$ (12,949) $ (14,683)

$(10,195) $(11,226)
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At December 31, 2007, the overfunded status of the Cash Balance Pension Plan for Employees of $11.2 million is
recognized in the accompanying consolidated balance sheet as a prepaid pension cost. The underfunded status
of the Retirement Health Plan and the supplemental pension plan of $23.1 million is recognized in the
Corporation’'s consolidated balance sheet as an accrued liability, No plan assets are expected to be returned to
Citizens during the year ended December 31, 2008,

The components of net periodic benefit cost charged to operations each year for all plans follow:

Year Ended December 31,

(in thousands) 2007 2006 2005
Defined Benefit Pension Plans
Service cost $ = $ 3649 § 3,768
Interest cost 4,761 4,671 4,676
Expected return on plan assets (7,709) {7,509) (7,018)
Settlement Charge related to lump sum payments 832 - -
Curtailment loss - 1,097 -
Amontization of unrecognized:
Net transition asset - - (5)
Prior service cost 11 191 196
Net actuarial loss 499 974 1,181
Net pension cost {1,606) 3,073 2,798
Supplemental Pension Plans
Service cost 5 --- $ 842 $ 1,272
Interest cost 768 641 520
Amortization of unrecognized:
Prior service cost 167 - —
Net actuarial loss 130 139 a7
Net pension cost 1,065 1,622 1,879
Postretirement Benefit Plans
Service cost $ 1 $ 4 $ 4
Interest cost 578 516 535
Amortization of unrecognized:
Prior service cost {256) (270) (271)
Net actuarial gain (45) (27) 91
Net postretirement benefit cost 278 223 177
Defined contribution retirement and 401(k) plans
Employer contributions 6,533 3,273 3,170
Total periodic benefit cost $ 6,270 ¥ 8,191 $ 8,024

The assumptions used in determining the actuarial present value of the benefit obligations and the net periodic
pension expense follow:
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Pension Supplemental Postretirement

Benefits Pension Plan Benefits
December 31, 2007 2006 2007 2006 2007 2006
Assumptions used to compute projected benefit obligation
Discount rate 6.00% 5.75% 6.00% 575% 6.00% 5.75%
Rate of compensation increase 5.00% 5.00% 3.00% 6.00% - —
Assumptions used to compute net benefit costs
Discount rate 5.75% 5.50% 5.75% 5.50% 5.75% 5.50%
Expected return on plan assets 8.75% 8.50% 10 8.75% - — -_ -
Rate of compensation increase 5.00% 5.00% 6.00% 6.00% - -

At December 31, 2007, the projected benefit payments for the defined benefit pension plans and the
postretirement benefit plan follow:

Projected Benefit Payments

Defined

Benefit Suppiemental  Postretirement Total
(in thousands) Pension Pian  Pension Plan Benefit Plan Benefits
Year Ended December 31
2008 $ 5,507 $ 515 $ 942 $ 6,964
2009 5757 502 969 7,228
2010 5,133 488 989 6,610
2011 5,538 9,656 1,001 16,195
2012 5,540 459 1,006 7,005
2013 to 2017 28,198 1,988 4,761 34,947

The projected payments were calculated using the same assumptions as those used to calculate the benefit
obligations listed above. The projected benefit payments for the postretirement benefit plan are net of the
projected Medicare Part D Subsidy.

Investment Policy and Strategy: Management's investment policy and strategy for managing defined benefit
plan assets is described as growth with income. The strategy provides for a target mix of 70% invested in equity
securities and 30% invested in fixed income debt securities and in cash or short-term equivalents. Management
analyzes the potential risks and rewards associated with the asset allocation strategies on a quarterly basis.
Implementation of the strategies includes regular rebalancing to the target asset allocation. The plans’ target
asset allocation and the actual asset allocation at December 31, 2007 and 2006 are presented below.

Target Percentage of Plan Assets

December 31, Allocation 2007 2006
Asset Category:
Equity securities 70 % 68 % 69 %
Debt securities 28 28 26
Cash and Cash Equivalents 2 4 5
100 % 100 % 100 %

Currently, Citizens does not anticipate making a contribution to the defined benefit pension plan in 2008. Citizens
will review the funding of this plan during 2008 and will make a contribution, if appropriate. The Corporation
anticipates making a contribution of $0.5 million to the nonqualified supplemental benefit plans during 2008. In
addition, Citizens expects to pay $0.9 million in contributions to the postretirement healthcare benefit plan during
2008.
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Prior service pension costs are amortized on a straight-line basis over the average remaining service period of
employees expected to receive benefits under the plans. For postretirement health care benefit plans, Citizens
assumed a 10.0% annual health care cost trend rate in 2007, graded down to 5.0% over seven years. This
assumption can have a significant effect on the amounts reported. A one-percentage-point change in assumed
health care trend rates would have the following effects:

One Percentage  One Percentage

{(in thousands) Point Increase Point Decrease
Effect on total of service and interest cost components $ 38 $ (34)
Effect on the postretirement benefit obligation 702 {632)

Defined Contribution Retirement and 401(k) Plans: Substantially all employees are eligible to contribute a
portion of their pre-tax salary to a defined contribution 401(k) savings plan. Under the plan, employee
contributions are partially matched by Citizens. The employer matching contribution is 100 percent of the first 3%
plus 50 percent of the next 2% of each eligible employee's qualifying salary contributed to the plan. In addition,
one third of the match is intended to be used by the employees for purposes of retiree medical expenses.

Note 14. Stock-Based Compensation

Citizens has a stock-based compensation plan authorizing the granting of incentive and nonqualified stock
options, nonvested stock awards (also known as restricted stock), restricted stock units, and performance awards
to employees and non-employee directors. Aggregate grants under the current shareholder approved plan may
not exceed 7,000,000 shares, and grants other than stock options are further limited to 2,000,000 shares. At
December 31, 2007, Citizens had 3,690,979 shares of common stock reserved for future issuance under the
current plan.

In 2005, Citizens began awarding a combination of stock options and restricted stock. Options expire ten years
from the date of grant. Restrictions on nonvested stock generally lapse in three annual instaliments beginning on
the first anniversary of the grant date. Forfeited and expired options and forfeited shares of restricted stock
become available for future grants. Although not included in the calculation of basic earnings per share, restricted
shares are included in outstanding stock totals, and are entitled to receive dividends and have voting rights.

On January 1, 2006, Citizens adopted the provisions of SFAS 123R, requiring Citizens to recognize expense
related to the fair value of its stock-based compensation awards. Citizens elected to use the modified prospective
transition method as permitted by SFAS 123R and therefore has not restated its financial results for prior periods.
Under this method, Citizens is required to recognize compensation cost for share-based payments using their fair
value at grant date. Stock-based compensation is included in salary expense for those awards granted prior to
the adoption of SFAS 123R but not yet vested at the date of adoption. Stock-based compensation expense for all
awards granted subsequent to the adoption of SFAS 123R was based on the fair value at grant-date, estimated in
accordance with the provisions of the statement. Citizens recognizes compensation expense for stock options
and restricted stock awards on a straight-line basis over the requisite service periods of the awards. As a result of
the adoption of SFAS 123R, $0.3 million of additional stock-based compensation expense was recognized for
2006 with less than $0.01 per share impact to basic and dilutive earnings per share.

During 2005, prior to the adoption of SFAS 123R, Citizens' Compensation and Human Resources Committee of
its Board of Directors approved the acceleration of vesting all nonvested stock options previously awarded to
employees, officers and directors. Consequently, the majority of nonvested stock options were early vested. The
purpose of the vesting acceleration was to reduce compensation expense associated with these options in future
periods. Additionally, Citizens believes that because most of the options that were accelerated had exercise
prices close to or in excess of the current market value of its common stock, the options had limited economic
value and were not fully achieving their original objective of incentive compensation and employee retention.
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The following table sets forth the total stock-based compensation expense resulting from stock options and
restricted stock awards included in the Consolidated Statements of Income:

Analysis of Stock-Based Compensation Expense
Year Ended December 31,

(in thousands) 2007 2006 2005
Stock Option Compensation $ 34 $ 52 $ 1M
Restricted Stock Compensation 3,321 3,714 691
Stock-based compensation expense before income taxes 3,355 3,766 832
Income tax henefit (1,174) {1,318) (291)
Total stock-based compensation expense after income taxes $ 2,181 $ 2,448 $ 541

Cash proceeds from the exercise of stock options were $6.1 million, $3.0 million and $5.1 million for the years of
2007, 2006 and 2005, respectively. New shares are issued when stock options are exercised. In accordance
with SFAS 123R, Citizens presents excess tax benefits from the exercise of stock options, if any, as financing
cash inflows and as operating cash outflows on the Consolidated Statement of Cash Flows.

The fair value of stock-based awards was estimated using the Black-Scholes model with the following weighted-
average assumptions for 2007, 2006 and 2005. There was a single grant for 500 nonqualified stock options in
2006 and no nonqualified stock options granted during 2007.

Weighted Average Assumptions 2007 2006 2005
Dividend yield - 4.0% 3.5%
Expected volatility --- 15.1% 26.8%
Risk-free interest rate - 4.72% 3.80%
Expected lives - 3yrs - 1.5yrs

The dividend yield computation is based on historical payments and the related yield. The expected volatility
computation is based on historical volatility. The risk free interest rate for periods within the contractual life of the
award is based on the U.S. Treasury yield curve in effect at the time of grant. The expected life computation is
based on historical exercise patterns. Weighted average assumptions for share obligations assumed through the
Republic merger are as follows: dividend yield of 4.0% based on historical payments and related yields, expected
volatility of 21.9% based on 5-year price volatility, risk-free interest rates ranging from 4.69% to 5.10% based on
the U.S. Treasury yield curve in effect at the time of grant and the expected lives ranging from two months to 4.8
years based on historical exercise patterns.

Stock option activity for 2007, 2006 and 2005 follows:
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Options Weighted

Weighted Average {in thousands)
Average Remaining Aggregate
Exercise Contractual Intrinsic
Shares Price Term Value

Outstanding at January 1, 2005 4242175 $ 27.24

Granted 344,007 29.31

Exercised (223,964) 22.59

Forfeitures or Expirations (444,327) 25.19

Outstanding at December 31, 2005 3,917,891 $ 27.91

Granted 500 25.98

Share obligaticns assumed through merger 1,074,488 14.07

Exercised (141,741) 21.41

Forfeitures or Expirations {75,438} 30.32

Outstanding at December 31, 2006 4,775,700 $ 24,95

Exercised (452,863) 13.57

Forfeitures or Expirations {292,795) 27.75

Qutstanding at December 31, 2007 4,030,042 $ 26.03 4.1yrs $ 461

Exercisable ~ 4023814 $ 26.02_ 4.1yrs $ 461

The aggregate intrinsic value in the table above represents the total pre-tax intrinsic value (i.e., the difference
between Citizens' average closing stock price as of December 31, 2007 and the exercise price, multiplied by the
number of shares) that would have been received by the option holders had all option holders exercised those
options on December 31, 2007 if the average closing stock price exceeded the exercise price. This amount
fluctuates with changes in the fair market value of Citizens' stock. The total intrinsic value of options exercised
during 2007, 2006 and 2005 was $3.3 million, $0.7 million and $1.2 million, respectively. The fair value of options
vested during 2007, 2006 and 2005 was $0.1 million, less than $0.1 million, and $6.9 million, respectively.

As of December 31, 2007, $8.2 million of total unrecognized compensation cost related to stock options and
restricted stock is expected to be recognized over a weighted average period of 2.2 years.

The following table summarizes restricted stock activity for 2007, 2006 and 2005.
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Woeighted-

Average

Number of Grant Date

Shares Fair Value
Outstanding restricted stock at January 1, 2005 21,062 $ 29.20
Granted 120,485 29.00
Vested (5,733) 32.08
Forfeited {6,634) 28.26
Restricted stock at December 31, 2005 129,180 $ 28.93
Granted 205,042 24.25
Share obligations assumed through merger 101,441 26.86
Vested (134,814) 28.75
Forfeited (7,762) 25.03
Restricted stock at December 31, 2006 293,087 $ 25.13
Granted 324,441 19.38
Vested (88,542) 2492
Forfeited (42,144) 25.27
Restricted stock at December 31, 2007 486,842 $ 21.32

The total fair value of restricted stock vested during 2007, 2008, and 2005 was $1.8 million, $3.6 million and $0.2
million, respectively.

As a result of the Republic merger, the change in control provisions of the employee and director restricted stock

agreements signed prior to June 28, 2006 were accelerated and the restrictions on the related shares lapsed.
This acceleration resulted in the recognition of additional stock compensation expense of $1.4 million in 2006.

Note 15. Income Taxes

Significant components of income taxes are as follows:

Year Ended December 31,

(in thousands) 2007 2006 2005
Current tax expense:
Federal $ 10,913 $20,335 $33,671
State 151 236 1,479
Total current tax expense 11,064 20,571 35,150
Deferred tax expense (benefit) 20,241 {1,252) (3,569)
Total income tax expense $ 31,305 $19,319 $ 31,581

Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of assets
and liabilities for financial reporting purposes and the amounts used for income tax purposes. Significant
components of Citizens' deferred tax assets and liabilities as of December 31, 2007 and 2006 follow:
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(in thousands) 2007 2006
Deferred tax assets:

Allowance for loan losses $ 58,315 $ 60,823
Accrued postemployment benefits other than pensions 4,370 3,526
Deferred compensation 9,419 12,279
Accrued expenses 5,309 2,513
State net operating loss carryforwards 1,181 1,113
Tax credit carryforwards 2,015 -
Minimum pension liability 3,533 5,313
Purchase accounting adjustments 30,412 48,243
Nonaccrual loan interest income 1,447 1,456
Securities impairment --- 2,541
Other deferred tax assets 5,197 3,234
Deferred tax assets 121,198 141,041
Deferred tax liabilities:

Pension 7,733 7,098
Acquisition premium on loans 4,075 5,759
Tax over book depreciation 3,243 2,101
Basis difference in FHLB stock 3621 3,598
Purchase accounting adjustments 15,152 7,074
Unrealized gains on securities and derivatives 6,279 1,342
Mortgage Servicing Rights 1,109 3,252
Other deferred tax liabilities 1,164 2,149
Deferred tax liabilities 42,376 32,373
Net deferred tax assets $ 78,822 $108,668

At December 31, 2007, Citizens had gross state net operating loss carryforwards of $70.9 million that expire in
the years 2014 through 2022, as well as $1.5 million of federal alternative minimum tax credits with an indefinite
life.

A reconciliation of income tax expense from continuing operations to the amount computed by applying the
federal statutory rate of 35% to income from continuing operations before income taxes follows:

Year Ended December 31,
{in thousands) 2007 2006 2005

Tax at federal statutory rate applied to income before income taxes $ 46,252 $ 28,929  § 39,237
Increase (decrease) in taxes resulting from:

Tax-exempt income {10,694) (8,180) (8,015)

Officers Life Insurance (2,934) (1,288) (1,246)

Other (1,319) {142) 1,605
Total income tax expense $ 31,305 $19319 $ 31,581

A reconciliation of the beginning and ending amount of unrecognized tax benefits follows:
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Unrecognized tax benefits (in thousands)

Balance at January 1, 2007 $ 6,786
Additions based on tax positions related to the current year 1,158
Additicns for tax positions of prior years 1,244
Reductions for tax positions of prior years (892)
Reductions due to the statute of limitations (269)
Settlements (934)
Balance at Decamber 31, 2007 $ 7.093

If the December 31, 2007 balance above were ultimately recognized, $4.5 million of it would increase Citizens' net
income and thus impact the Corporation’s effective tax rate. The Corporation does not expect the total amount of
unrecognized tax benefits to significantly increase or decrease in the next twelve months.

Citizens’ policy is to recognize interest and penalties accrued relative to unrecognized tax benefits in their
respective federal or state income tax accounts. Accrued interest as of December 31, 2007 and 2006 totaled
$0.4 million and $0.5 million, respectively. Citizens recognized less than $0.1 million in expense for interest in
each of those years. No penalties have been accrued.

Citizens is under a limited scope federal audit for the year 2004. It is not known if this issue will be resolved within
the next twelve months, but if it were, Citizens would anticipate paying up to $1.5 million. Citizens is also in
negotiation with the State of Wisconsin regarding a single issue common to Wisconsin banks. Citizens
anticipates the resolution of this issue to result in some reduction of net operating loss carry forwards but no
payment of tax. In both situations, Citizens does not anticipate that resolution would result in a material change to
its financial position.

Citizens and its subsidiaries file a U.S. federal income tax return, as well as various returns in the states where it
has a filing responsibility. The following tax years remain subject to examination as of December 31, 2007:

Jurisdiction Tax Years

Federal 2004 - 2007
Indiana 2003 - 2007
Wisconsin 1999 - 2007
lowa 2003 - 2007

Note 16. Shareholders’ Equity and Earnings Per Share

A reconciliation of the numerators and denominators of the basic and diluted earnings per share computations
follows:
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Year Ended December 31,

(in thousands, except per share data) 2007 2006 2005
Numerator:
Numerator for basic and dilutive earnings per share --
net income available o common shareholders $100,842 $63,336 $80,525
Denominator:
Denominator for basic earnings per share --
weighted average shares 75,339 42913 43,096
Effect of dilutive securities -- potential conversion
of employee stock options and restricted stock awards 239 152 316
Denominator for diluted earnings per share --
adjusted weighted-average shares and assumed conversions 75,578 43,065 43,412
Basic earnings per share $ 134 §$ 148 § 187
Diluted earnings per share $ 133 § 147 § 1.85

Basic net income per share is calculated by dividing net income by the weighted-average number of shares
outstanding for the period. Diluted net income per share takes into consideration the pro-forma dilution assuming
all in-the-money outstanding stock options were exercised. The average price of Citizens' stock for the period is
used to determine the dilutive effect of outstanding stock options. See Note 14 for additional disclosures
regarding employee stock options.

Rights Agreement: Until December 31, 2007, Citizens was a party to a Rights Agreement, dated May 23, 2000,
designed to protect shareholders from unfair takeover offers by encouraging a potential buyer to negotiate with
Citizens' board prior to attempting a takeover. The Rights Agreement expired on December 31, 2007.

Stock Repurchase Program: Citizens purchased shares under a stock repurchase program initiated October
2003. This program authorizes Citizens to purchase up to 3,000,000 shares for treasury. During the year, a total
of 665,046 shares were purchased under this plan at an average price of $20.23. The repurchased shares have
been accorded the accounting treatment as if retired. Shares purchased in connection with the exercise of certain
employee stock options and the vesting of certain share awards were not part of the repurchase program. In
2007, Citizens purchased 25,960 shares in connection with taxes due from employees as a result of the vesting of
certain share awards which were not part of the repurchase program approved in October 2003.

Note 17. Lines of Business

The financial performance of Citizens is monitored by an internal profitability measurement system, which
provides line of business resuits and key performance measures. The profitability measurement system is based
on internal management methodologies designed to produce consistent results and reflect the underlying
economics of the businesses. The development and application of these methodologies is a dynamic process.
Accordingly, these measurement tools and assumptions may be revised periodically to reflect methodology,
product, andfor management organizational changes. Further, these policies measure financial results that
support the strategic objectives and internal organizational structure of Citizens. Consequently, the information
presented is not necessarily comparable with similar information for other institutions.

A description of each business line, selected financial performance and the methodologies used to measure
financial performance are presented below.

« Specialty Commercial - Specialty Commercial includes the commercial real estate, treasury management,
public funds, and asset-based lending teams. These groups provide a full range of lending, depository, and
related financial services to commercial real estate developers, owners of multi-unit commercial properties,
middle-market companies, local governments and municipalities, and leasing clients. Products and services
offered include commercial mortgages, real estate construction lending, term loans, revolving credit
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arrangements, inventory and accounts receivable financing, and letters of credit. Noncredit services for these
customers include deposit accounts, treasury management, corporate cash management, international
banking services, advice and assistance in the placement of securities, and financial planning.

* Regional Banking - Regional Banking includes the consumer, residential mortgage, commercial and industrial,
small business, and private banking teams. These groups provide a wide range of lending, depository, and
other related financial services to both businesses and individual consumers. The products and services
offered to consumer clients include: direct loans, home equity loans and lines of credit, residential mortgage
loans, checking, savings and money market accounts, debit and credit cards, ATM network services,
certificates of deposit, and fixed and variable annuities, as well as private banking services for affluent clients.
The products and services offered to commercial and industrial clients include: term loans, revelving credit
arrangements, inventory and accounts receivable financing, commercial mortgages, letters of credit, and
small business loans, Noncredit services for commercial clients include deposit accounts, treasury
management, corporate cash management, international banking services, advice and assistance in the
placement of securities, and financial planning.

* Wealth Management - Wealth Management offers a broad array of asset management, financial planning,
estate settlement and administration, credit and deposit products and services. Trust and investment
services include personal trust and planning, investment management, estate settlement and administration
services. Retirement plan services focus on investment management and fiduciary activities with special
emphasis on 401(k} plans. Brokerage and insurance delivers retail mutual funds, other securities, variable
and fixed annuities, personal disability and life insurance products and discounted brokerage services.

e Other - The Other line of business includes activities that are not directly attributable to one of the above are
included in the Other business line. Included in this category are the Holding Company; indirect consumer
lending; shared services unit; Citizens' treasury unit, including the securities portfolio, short-term borrowing
and asset/liability management activities; inter-company eliminations; and the economic impact of certain
assets, capital and support functions not specifically identifiable with the three primary lines of business.

The accounting policies of the individual business units are the same as those of Citizens described in Note 2 to
the Consolidated Financial Statements. Funds transfer pricing is used in the determination of net interest income
by assigning a cost for funds used or credit for funds provided to assets and liabilities within each business unit.
Assets and liabilities are match-funded based on their maturity, prepayment and/or repricing characteristics. As a
result, the Specialty Commercial, Regional Banking and Wealth Management units are largely insulated from
changes in interest rates. Changes in net interest income due to changes in interest rates are reported in
Citizens' treasury unit. The provision for loan losses is allocated based upon the actual net charge-offs of each
respective line of business, adjusted for loan growth and changes in risk profile. Noninterest income and
expenses directly attributable to a line of business are assigned to that business. Expenses for centrally provided
services are allocated to the business lines as follows: product processing and technology expenditures are
allocated based on standard unit costs applied to actual volume measurements; corporate overhead is allocated
based on the ratio of a line of business' noninterest expenses to total noninterest expenses incurred by all
business lines. There are no significant intersegment revenues. Selected segment information is included in the
following table.
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Line of Business Information
Specialty  Regional  Wealth

(in thousands) Commercial  Banking Mgmt Other Total
Earnings Summary - 2007
Net interest income {taxable equivalent) $ 78643 $ 280611 $ (45 § 41517 $ 400,726
Provision for loan losses 18,190 14,589 - 12,398 45177
Net interest income after provision 60,453 266,022 (45) 29,119 355,549
Noninterest income 3,463 79,918 27,410 11,7177 122,568
Noninterest expense 21,353 219,378 22,246 64,446 327,423
Income hefore income taxes 42,563 126,562 5119  (23,550) 150,694
Income tax expense (taxable equivalent) 14,897 44,297 1,792 (11,134) 49,852
Net income $ 27666 $ 82,265 $ 3,327 §$(12,416) $ 100,842
Average assets {in millions) $ 1920 $ 5524 §$ 13 $ 5863 § 13,320

Earnings Summary - 2006

Net interest income (taxable equivalent) $ 15919 $222002 $§ 194 §$ 38,722 $ 276,837
Provision for loan losses 302 5,527 - 5,436 11,265
Net interest income after provision 15,617 216,475 194 33,286 265,572
Neninterest income 1,338 64,136 25,882 (729) 90,627
Noninterest expense 11,233 175,453 22,152 50,889 259,827
Income before income taxes 5,722 105,158 3924 (18,432) 96,372
Income tax expense (taxable equivalent) 2,003 36,806 1,374 {7,147) 33,036
Net income $ 3719 § 68352 $ 2550 §(11,285) § 63,336
Average assets (in millions) $ 114 § 4208 $ 11 § 3281 § 7,704

Earnings Summary - 2005

Net interest income (taxable equivalent) $ 11,032 $228467 $ 274 § 49,368 $ 289,14
Provision for loan losses (139) (4,303) --- 5,551 1,109
Net interest income after provision 1171 232,770 274 43,817 288,032
Noninterest income 685 61,457 24,536 (6,170} 80,508
Noninterest expense 8,021 184,893 21,656 28,472 243,042
Income before income taxes 3,835 109,334 3,154 9,175 125,498
Income {ax expense (taxable equivalent) 1,343 38,267 1,104 4,259 44,973
Net income $ 2492 $§ 71,067 § 2050 § 4916 $ 80525

Average assets (in millions)

L=

43 § 4397 § 9 § 3328 § 7777

Note 18. Commitments, Contingent Liabilities and Guarantees

Commitments: The Consclidated Financial Statements do not reflect various loan commitments (unfunded loans
and unused lines of credit) and letters of credit originated in the normal course of business. Loan commitments
are made to accommodate the financial needs of clients. Generally, new loan commitments do not extend
beyond 90 days and unused lines of credit are reviewed at least annually. Letters of credit guarantee future
payment of client financial obligations to third parties. They are normally issued for services provided or to
facilitate the shipment of goods, and generally expire within one year. Both arrangements have essentially the
same level of credit risk as that associated with extending loans to clients and are subject to Citizens' normal
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credit policies. Inasmuch as these arrangements generally have fixed expiration dates or other termination
clauses, most expire unfunded and do not necessarily represent future liquidity requirements. Collateral is
obtained based on management's assessment of the client and may include receivables, inventories, real
property and equipment.

Amounts available to clients under loan commitments and ietters of credit follow:

December 31, December 31,

{in thousands) 2007 2006
Loan commitments and letters of credit:
Commitments to extend credit $2510,255  § 2,559,121
Financial standby letters of credit 101,229 146,863
Performance standby letters of credit 27,244 24,609
Commercial letters of credit 255,538 194,834

$ 2,894,266  § 2,925,427

Commitments cutstanding to extend include home equity credit lines which totaled $690.1 million and $791.0
million at December 31, 2007 and December 31, 2008, respectively.

Contingent Liabilities and Guarantees: Citizens and its subsidiaries are parties to litigation arising in the
ordinary course of business. Management believes that the aggregate liability, if any, resulting from these
proceedings would not have a material effect on Citizens' consolidated financial position or results of operations.
Citizens has performance obligations upon the occurrence of cerfain events under financial guarantees provided
in certain contractual arrangements.

Citizens is a member of the Visa USA network. On October 3, 2007, the Visa organization completed a series of
restructuring transactions to combine its affiliated operating companies, including Visa, USA, under a single
holding company, Visa, Inc. As a result of Visa's restructuring, Citizens’ membership interest in Visa USA was
exchanged for an equity interest in Visa, Inc. Class USA stock. On November 11, 2007, Visa Inc. filed a
registration statement with the Securities and Exchange Commission for the offer and sale of its common stock to
the public. Visa has disclosed that it plans to use the proceeds from its initial public offering to partially redeem
Visa USA members’ equity interests and to fund the settlement of certain Visa USA related litigation.

Pursuant to the Visa USA bylaws, Citizens (as a shareholder of Visa USA) is obligated to indemnify Visa, Inc. for
its proportionate share of certain losses. On October 3, 2007, a Loss Sharing Agreement (LSA) became effective
which reaffirmed Citizens cbligation to indemnify Visa, Inc. for potential future settlement of certain litigation,
Citizens’ indemnification obligation is limited to its proportionate equity interest in Visa USA. During 2007, Visa
announced that it had recognized liabilities for probable settlements for two of the covered suits. Citizens has
accrued its proporticnate share of these anticipated settlements. As of December 31, 2007, Citizens’ estimated
liability related to its cbligation to indemnify Visa for covered litigation was $0.9 million.

If the Visa initial public offering is successfully completed, Citizens is expected to receive cash in partial
redemption of its equity interest currently carried at zero value. Further, management expects that the
indemnification obligation to Visa will be reduced when Visa either disburses funds for negotiated settlements, or
funds an escrow account designated for settlement of covered litigation. Management expects that the gain to be
realized from redemption of Visa shares will exceed the indemnification obligations recorded to date.

Purchase Obligations: Citizens has entered into contracts for the supply of current and future services incurred
in the ordinary course of business, such as data processing and certain property management functions. Citizens
often purchases services from vendors under agreements that typically can be terminated on & periodic basis. At
December 31, 2007, Citizens had $24.8 million of multi-year contracts, all due in the next five years.

Change in Control Agreements: The Corporation has change-in-control agreements with certain executive
officers. Under these agreements, each covered person could receive, upon the effectiveness of a change-in-
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control, three times (i} his or her base compensation plus {ii) the greater of the target bonus established for the
year or the highest bonus paid to the executive in the last three years. Additionally, subject to certain conditions,
the executive's insurance benefits will continue three full years after the termination and ali long-term incentive
awards will immediately vest,

Note 19. Derivatives and Hedging Activities

SFAS 133, “Accounting for Derivative Instruments and Hedging Activities,” as amended by SFAS 138 and SFAS
149, “Accounting for Certain Derivative Instruments and Certain Hedging Activities,” (collectively referred to as
“SFAS 133") establish accounting and reporting standards for derivative instruments, including certain derivative
instruments embedded in other contracts, and for hedging activities. All derivatives, whether designated in
hedging relationships or not, are required to he recorded on the balance sheet at fair value.

Citizens designates its derivatives based upon criteria established by SFAS 133. For a derivative designated as a
fair value hedge, the derivative is recorded at fair value on the consolidated balance sheet. Any shortfall of the
fair value change of the hedge compared to the fair value change of the hedged item is considered to be the
“ineffective” portion of the hedge. The amount of ineffectiveness of the hedge, which was insignificant in all
periods presented, is recorded in current earnings. For a derivative designated as a cash flow hedge, the
effective portion of the derivative’'s gain or loss is initially reported as a component of accumulated other
comprehensive income (loss) and subsequently reclassified into earnings when the hedged exposure affects
earnings. For both fair value hedges and cash flow hedges, any amount of hedge ineffectiveness would be
recorded in current period noninterest income. For 2007 and 2008, there was no hedge ineffectiveness on the
cash flow hedges.

Citizens may use derivative instruments to hedge the variability in interest payments or protect the value of certain
assets and liabilities recorded in its balance sheet from changes in interest rates. Citizens uses interest rate
contracts such as interest rate swaps to manage its interest rate risk. These contracts are designated as hedges
of specific assets or liabilities. The net interest receivable or payable on swaps is accrued and recognized as an
adjustment to the interest income or expense of the hedged asset or liability. The following table summarizes the
derivative financial instruments held or issued by Citizens.
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Derivative Financial Instruments: December 31, December 31,

2007 2006
Notional Fair Notional Fair
(dollars in thousands) Amount Value Amount Value
Receive fixed swaps $ 300,000 $ 1,574 $268,300 $(1,839)
Pay fixed swaps - - 104,000 1,242
Customer initiated swaps and correspanding offsets 713,290 - 378,590 -
Interest rate lock commitments 24,808 199 29,875 (11)
Forward mortgage loan contracts 68,030 {501) 78,498 257
Total $1,106,128 $ 1,272 $859,263 § (351)
Derivative Classifications and Hedging Relationships: December 31, December 31,
2007 2006
Notional Fair Notional Fair

(dollars in thousands) Amount Value Amount Value
Derivatives Designated as Cash Flow Hedges:

Hedging repurchase agreements $ - $ - $104,000 §$ 1,242

Prime Based Loan Hedges 100,000 (47) - -—
Derivatives Designated as Fair Value Hedges:

Hedging time deposits 50,000 1,434 95,000 47

Hedging long-term debt 150,000 187 100,000 (390)
Derivatives Not Designated as Hedges:

Receive fixed swaps == --- 73,300  (1,496)

Customer initiated swaps and corresponding offsets 713,290 --- 378,590 o

Total $1,013,290 $ 1,574 $750,890 $ (597)

At December 31, 2007, Citizens had $300.0 million of received fixed swaps all maturing within twelve months with
a receive fixed rate of 5.21% and a pay variable rate of 522%. The forward mortgage loan contracts at
December 31, 2007 hedged the year end balance of mortgage loans held for sale. These outstanding forward
commitments to sell mortgage loans are expected to settle in the first quarter of 2008 with no material gain or
loss. The practice of hedging interest rate lock commitments on mortgage loans with mandatory forward
contracts has not generated any material gains or losses.

Citizens incurred a pre-tax cumulative charge during the fourth quarter of 2005 -to noninterest income of $3.6
million as a result of determining that the swaps related to brokered certificates of deposit did not qualify for fair
value hedge accounting treatment under the “short-cut method” of SFAS 133. Fair value hedge accounting
allows a company to record the change in fair value of the hedged item (in this case the brokered certificates of
deposit) as an adjustment to income as an offset to the fair value adjustment on the related interest rate swap.
Eliminating the application of fair value hedge accounting reverses the cumulative impact of the fair value
adjustments that had been made to the brokered CDs, which resulted in the charge to noninterest income.

Since September of 2003, Citizens has entered into interest rate swap agreements to hedge the interest rate risk
inherent in certain of its brokered certificates of depoesit. From the inception of these transactions, Citizens has
applied a method of fair value hedge accounting described under SFAS 133 as the “short-cut method.” At year-
end 2005, Citizens conciuded that these swap transactions did not qualify for the “short-cut method.” Although
Citizens believes these swaps would have qualified for fair value hedge accounting under the “long-haul method,”
changes in hedge accounting method may not be applied retrospectively under SFAS 133, as the required “fong-
haul” documentation was not in place as of the inception of the hedge. Based on a review of the quarterly and
annual impacts of the changes in fair value of these instruments, and Staff Accounting Bulletin 99, “Materiality,”
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Citizens concluded that the impact to prior periods was not material, and reflected the cumulative change in fair
value in the fourth quarter of 2005.

In January of 2008, Citizens terminated $160.0 million of receive fixed swaps and entered into $160.0 million of
similar swap agreements which are accounted for as fair value hedges against brokered certificates of deposit.
Also in January 2006, Citizens terminated $120.0 million of receive fixed swaps. All remaining swaps with a
balance sheet management purpose are expected to receive hedge accounting treatment.

Note 20. Fair Values of Financial Instruments

The following disclosure of the estimated fair value of financial instruments is made in accordance with the
requirements of SFAS 107, "Disclosure About Fair Value of Financial Instruments.” Where quoted market prices
are not available, as is the case for a significant portion of Citizens' financial instruments, the fair values are based
on estimates using discounted cash flows or other valuation techniques. These estimates are significantly
affected by the assumptions used, including the discount rates and estimates of future cash flows. Accordingly,
the derived fair value estimates presented herein cannot be substantiated by comparison to independent market
prices and are not necessarily indicative of the amounts Citizens could realize in a current market exchange.

The fair value estimates are based on existing on- and off-balance sheet financial instruments and do not attempt
to estimate the value of anticipated future business or the value of assets and liabilities that are not considered
financial instruments. For example, Citizens has a substantial trust department that contributes net fee income
annually. The trust department is not considered a financial instrument and its value has not been incorporated
into the fair value estimates. Other significant assets and liabilities that are not considered financial assets or
liabilities include Citizens' brokerage network, a net deferred tax asset, premises and equipment, goodwilt and
deposit based intangibles. In addition, tax ramifications related to the recognition of unrealized gains and losses
such as those within the investment securities portfolioc can have a significant effect on estimated fair values and
have not been considered in the estimates. For these reasons, the aggregate fair value should not be considered
an indication of the value of the Carporation.

The estimated fair values of Citizens' financial instruments follow:

December 31, 2007

December 31, 2006

Carrying Estimated Carrying Estimated
(in millions) Amount Fair Value Amount Fair Value
Financial assets:
Cash and money market investments $ 2413 $ 2413 $2240 $ 2240
Securities 2,261.3 2,261.5 2,949.2 2,949.7
FHLB and Federal Reserve stock 148.8 148.8 132.9 132.9
Loans held for sale 75.8 75.8 172.8 172.8
Net loans 9,337.9 9,580.0 9,062.0 9,111.1
Cash surrender value of life insurance policies 214.3 214.3 206.9 206.9
Accrued interest receivable 68.9 68.9 68.2 68.2
Financial liabilities:
Deposits 8,301.9 8,304.7 8,698.1 8,677.6
Shon-term borrowings 5422 542.2 938.9 938.9
Long-term debt 2,939.5 2,943.9 2,639.0 2,654.3
Accrued interest payable 28.3 28.3 32.5 32.5
Off-balance sheet financial instrument liabilities:
Credit-related financial instruments 1.8 18 1.8 1.8
Interest rate swap agreements 1.6 1.6 {0.6) (0.6)
Interest rate lock commitments 0.2 0.2 0.0 0.0
Forward commitments to sell mortgage loans (0.5) {0.5) 0.3 0.3
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Carrying value approximates fair value for cash, money market investments, accrued interest, and the cash
surrender value of life insurance policies. The methods and assumptions used to estimate the fair value for other
financial instruments are set forth below:

Investment Securities Available for Sale and Held to Maturity: The carrying amounts reported in the balance
sheet for investment securities classified as available-for-sale approximate those assets' fair values. SFAS 115
requires securities carried in the available for sale category to be carried at fair value - see Note 8. The securities
classified as held-to-maturity are carried at amortized cost. The fair values of both available-for-sale and held-to-
maturity securities are based on quoted market prices, where available. If quoted market prices are not available,
fair values are based on quoted market prices of comparable instruments.

Loans Held For Sale: Fair value is measured based on purchase commitments, bids received from potential
purchasers, quoted prices for the same or similar loans, or the fair value of the underlying collateral.

Net Loans: Fair value for the performing loan portfolio is estimated using a discounted cash flow methodology.
Assumptions reflecting repricing terms and prepayment speeds are made where applicable. Discount rates are
based on interest rates currently being offered for loans with similar terms and credit quality. Fair values for
nonperforming loans are estimated after giving consideration to credit risk and estimated cash flows and discount
rates based on available market and specific borrower information.

Deposit Liabilities: Under SFAS 107, the fair value of demand deposits (e.g., interest and noninterest checking,
savings and certain types of money market accounts) are, by definition, equal to the amount payable on demand
at the reporting date (i.e., their carrying amounts). Fair values for certificates of deposit are based on the
discounted value of contractual cash flows at current interest rates.

Short-Term Borrowings: The carrying amounts of federal funds purchased, securities sold under agreement to
repurchase and other short-term borrowings approximate their fair values.

Long-Term Debt: The fair value of long-term debt is estimated using a combination of discounted cash flow
analyses, with discount rates based on Citizens’ current cost of incremental wholesale borrowing, effective
settlement amounts, and quoted market prices.

Loan Commitments and Letters Of Credit: The fair value of loan commitments and letter of credit guarantees is
based on an estimate of the difference between fees currently charged to enter into similar agreements and fees
paid to reduce or eliminate exposure to those agreements, taking into account the remaining terms of the
agreements and the counterparties' credit standing.

Interest Rate Swap Agreements: Fair values are based on the estimated amount Citizens would receive or pay
to terminate the swap agreements, taking into account the current interest rates and creditworthiness of the swap
counterparties.

Interest Rate Lock Commitments and Forward Commitments to Sell Mortgages: The estimated fair values
are based on quoted market prices.

Note 21. Regulatory Matters

Citizens’ banking subsidiaries are required to maintain a combination of cash on hand and noninterest-bearing
deposits with the Federal Reserve Bank to meet regulatory reserve requirements. These reserve balances vary
depending upon the level of client deposits in the subsidiary banks. During 2007 and 2006, the average reserve
balances were $22.0 million and $47.7 million, respectively.

The banking subsidiaries are also subject to statutory limitations on extensions of credit to members of the affiliate

group. Generally, extensions of credit are limited to 10% to any one affiliate and 20% in aggregate to all affiliates
of a subsidiary bank's capital and surplus (net assets) as defined.
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The principal source of cash flows for the Holding Company is dividends from its banking subsidiaries. Citizens’
subsidiaries are state, federal or national chartered financial institutions. Banking regulations limit the amount of
dividends a financial institution may declare to a parent company in any calendar year. Citizens’ subsidiary
banks’ dividends may not exceed the retained net profit, as defined, of that year plus the retained net profit of the
preceding two years, unless prior regulatory approval is obtained. As of January 1, 2008, the banking
subsidiaries are able to distribute dividends of $15.2 million to the Holding Company without prior regulatory
approval. Net income retained in 2008 will also become available for such dividends. Federal Reserve Board
policy provides that, as a matter of prudent banking, a bank holding company generally should not maintain a rate
of cash dividends unless its net income available to common shareholders has been sufficient to fully fund the
dividends, and the prospective rate of earnings retention appears to be consistent with the holding company's
capital needs, asset quality and overal! financial condition.

The banking subsidiaries are subject to various regulatory capital requirements administered by the federal
banking agencies. Failure to meet minimum capital requirements can initiate certain mandatory and possibly
additional discretionary actions by regulators that, if undertaken, could have a direct material effect on the
financial statements. Under capital adequacy guidelines and the regulatory framework for prompt corrective
action, specific capital guidelines must be met that involve guantitative measures of the assets, liabilities, and
certain off-balance sheet items as calculated under regulatory accounting practices. The capital amounts and
classification are also subject to qualitative judgments by the regulators about components, risk weightings, and
other factors.

Quantitative measures established by regulation to ensure capital adequacy require the banking subsidiaries to
maintain minimum amounts and ratios {set forth in the table below) of Total and Tier 1 capital to risk-weighted
assets (as defined in the regulations), and of Tier 1 capital to average assets (as defined). As of December 31,
2007, the banking subsidiaries meet all capital adequacy requirements to which they are subject.

Citizens is required to maintain minimum net worth capital requirements with various governmental agencies as a
result of its mortgage banking business. The net worth requirements related to mortgage banking are governed
by the Department of Housing and Urban Development. As of December 31, 2007, Citizens met its minimum net
worth requirement.

As of December 31, 2007, the banking subsidiaries were well-capitalized under the regulatory framework for
prompt corrective action. To be categorized as well-capitalized the banking subsidiaries must maintain minimum
Total risk-based, Tier 1 risk-based, and Tier 1 leverage ratios as set forth in the table below. There are no
conditions or events since December 31, 2007, that management believes would cause Citizens to fall below the
well-capitalized level.
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Risk Based Capital Requirements

To Be Well-Capitalized

For Capital Under Prompt Corrective
Actual Adequacy Purposes Action Provisions
{in thousands) Amount Ratio Amount Ratio Amount Ratio
Citizens Republic Bancorp
As of December 31, 2007:
Total Capital to risk weighted assets " $ 1195576 11.7 % §$ 820625 > 80 % § 1,025782 > 10.0
Tier 1 Capital to risk weighted assets ! 941,851 9.2 410,313 > 4.0 615469 > 6.0
Tier 1 Leverage % 941,851 7.5 499,994 > 4.0 624993 > 5.0
As of December 31, 2006;
Total Capital to risk weighted assets ) $ 1204379 119 % $ 809530 > 80 % § 1,011,913 > 100
Tier 1 Capital to risk weighted assets " 952287 9.4 404765 > 40 607,148 > 6.0
Tier 1 Leverage “% 952,287 7.2 527,464 > 4.0 659,330 > 5.0
Citizens Bank
As of December 31, 2007:
Total Capital to risk weighted assets $ 1,124,600 11.2 % $ 801,935 > 80 % § 1,002419 > 100
Tier 1 Capital to risk weighted assets " 998,783 100 400,968 > 4.0 601,451 > 6.0
Tier 1 Leverage ' 998,783 8.2 485987 > 4.0 607,484 > 5.0
As of December 31, 2006:
Total Capital to risk weighted assets " $ 705595 116 % $ 487337 > 80 % $ 609,172 > 100
Tier 1 Capital to risk weighted assets " 629,005 10.3 243,669 > 4.0 365503 > 6.0
Tier 1 Leverage %% 629,005 86 292438 > 4.0 365548 > 5.0

) Total Capital is comprised of Tier 1 Capital, a portion of the allowance for loan losses and qualifying subordinaled debt. Tier 1 Capital consists of
total equity and trust preferred securities less unrealized gains and losses accumulated in other comprehensive income, certain intangible assets
and adjustments related to the valuation of mortgage servicing assets.

@ Tier 1 Capital to quarterly average assets

@ In 2008, the Tier 1 leverage ratio is calculated using ending assets instead of average assets due to the Republic merger on December 29, 2008.
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Note 22, Citizens Republic Bancorp (Parent Only) Statements

Balance Sheets
Citizens Republic Bancorp (Parent Only)

(in thousands)

December 31,
2007 2006

Assets
Cash
Money market investments
Investment securities
Imestment in subsidiaries - principally banks
Goodwill - net
Other assets
Total assets
Liabilities and Shareholders’ Equily
Long-term debt
Other liabilities
Total liabilities
Shareholders' equity

Total liabilities and shareholders' equity

$ - § 188
73,839 80,427

48 50
1,207,890 1,185,783
654,100 655,890
30,927 42,082

$1,966,804  $1,964,420

$ 340,822 § 340,606
48,102 66,128

388,924 406,734
1,577,880 1,557,686

$1,966,804  $1,964,420

Statements of Income
Citizens Republic Bancorp (Parent Only)
Year Ended December 31,
{in thousands) 2007 2006 2005
Income

Dividends from subsidiaries - principally banks
Interest from bank subsidiary

Senice fees from bank subsidiaries

Other

Total

Expenses
Interest
Salaries and employee benefits
Sendce fees paid to bank subsidiaries
Restructuring and merger related expenses
QOther noninterest expense
Total
income hefore income laxes and
equity in undistributed earmings of subsidiaries
Income tax benefit {provision)
Equity in undistributed (dividends in excess of) eamings of subsidiaries

Net Income

$111,500 $ 70,900 $ 63,200

3,118 4,429 1,998
14,334 13,277 11,459
(53) 176 299
128,899 88,782 76,956
25,637 13,119 7,766
20,922 17,621 16,054
2,767 2,768 2,768
270 1,426 —
2,231 1,596 1,923
51,827 36,530 28,511
77,072 52,252 48,445
12,650 6,959 5,693
1420 . 4125 26,387

$100842 $ 63336 § 80,525
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Statements of Cash Flows
Citizens Republic Bancorp (Parent Qnly)

Year Ended December 31,

{in thousands) 2007 2006 2005
Operating Activities
Net income $ 100842 $ 63336 $ 80525
Adjustments to reconcile net income to net cash
provided by operating activities:
Recognition of stock-based compensation expense 3,355 3,766 832
Dividends in excess of (equity in undistributed) earnings of subsidiaries (11,120) {4,125) (26,386)
Excess tax benefits related to stock-based compensation arrangements - (182) -
Other (3,130) (12,280} 7,400
Net cash (used in)/provided by operating activities 89,947 50,515 62,371
Investing Activities
Net (increase) decrease in money market investments 6,588 9,040 77
Proceeds from sales and maturities of investrnent securities -e~ 107 1
Purchases of investment securities - -— (10)
Acquisition, net of cash received - (154,662) -
Investments in and advances to subsidiaries 1,546 275 —
Net cash provided by investing activities 8,134 (145,240) 68
Financing Activities
Principal reductions in long-term borrowings (51,790) - ---
Proceeds from long-term borrowings 50,000 150,010 -
Cash dividends paid (87,798) {49,530) (49,311)
Proceeds from stock options exercised 4,833 3,194 5,061
Excess tax benefits related to stock-based compensation arrangements 182 -—
Shares acquired for retirement (13,514) {8,948) (18,189)
Net cash used by financing activities (98,269) 94,908 (62,439)
Net (decrease) increase in cash {188) 183 —
Cash and due from banks at beginning of year 188 5 5
Cash and due from banks at end of year $ - 188 $ 5
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Report of Independent Registered Public Accounting Firm
on Consolidated Financial Statements

To the Board of Directors and the Shareholders of Citizens Republic Bancorp, Inc.

We have audited the accompanying consolidated balance sheets of Citizens Republic Bancorp, Inc. and
subsidiaries as of December 31, 2007 and 2006, and the related consolidated statements of income, changes in
shareholders’ equity, and cash flows for each of the three years in the period ended December 31, 2007. These
financial statements are the responsibility of Citizens Republic Bancorp, Inc.'s management. Our responsibility is
to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated
financial position of Citizens Republic Bancorp, Inc. and subsidiaries at December 31, 2007 and 2006, and the
consolidated results of their operations and their cash flows for each of the three years in the period ended
December 31, 2007, in conformity with U.S. generally accepted accounting principles.

As discussed in Note 13 to the consolidated financial statements, Citizens Republic Bancorp, Inc. changed its
method of accounting for defined benefit pension and other postretirement plans as of December 31, 2008, in
accordance with Financial Accounting Standards Board Statement No. 158, “Employer's Accounting for Defined
Benefit Pension and Other Postretirement Plans.”

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), Citizens Republic Bancorp, Inc.’s internal control over financial reporting as of December 31,
2007, based on criteria established in Internal Control—integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission and our report dated February 28, 2008 expressed an

ungualified opinion thereon.
St ¥ LLP

Detroit, Michigan
February 28, 2008
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SELECTED QUARTERLY INFORMATION (unaudited)

Table 14 below sets forth selected quarterly financial information for each calendar quarter during 2007 and 2006.

Table 14. Selected Quarterly information

{in thousands except, 2007 2008

per share data) Fourth Third Second First Fourth Third Second First
Interest iIncome $ 198,988 § 201,854 § 202,353 § 204746 $ 122,801 § 120,744 $ 116416 § 112,394
Interest Expense 106,799 106,981 105,576 106,375 58,791 55,099 50,426 44 916
Net interest income 92,188 94,873 96,777 98,341 64,010 65,645 65,990 67.475
Provision for loan losses 6,055 3,765 31,857 3,500 5936 1,180 1,139 3,000
Total fees and other income 29,296 30,596 31,278 31,423 24,930 23,544 23,691 25,563
Invesiment securities gains (losses) " — 8 - {33) {7.162) - 54 7
Noninterest expense 79,880 77,343 87,490 83,710 78,788 59,402 60,065 61,572
Net income 27,967 31,764 9,619 31,492 692 20,981 20,907 20,756
Per Share of Common Stock
Net income:

Basic 0.37 0.42 0.13 0.42 0.02 0.49 0.49 0.49

Diluted 0.37 0.42 0.13 0.41 0.02 0.49 0.49 0.48

" investment securities gains (losses) includes, in the fourth quarter of 2006, a $7.2 million other-than-temporary impairmeant charge related to the restructuring of the balance sheet as a
result of the Republic merger.

@ Noninterest expanse includes restructuring and merger relatad expenses of ($0.4) million in the fourth quarter of 2007, $1.0 miliion in the third quarter of 2007, $3.4 million in the second
quarter of 2007, $4.2 million in the first quarter of 2007 and $11.3 million in the fourth quarter of 2006 related o the Republic merger.

Citizens completed its merger with Republic on December 29, 2006. Due to the timing of the merger, income and
expense amounts for 2006 reflect only legacy Citizens results, including Citizens’ restructuring and merger-related
expenses.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING
AND FINANCIAL DISCLOSURE

None.

ITEM S9A. CONTROLS AND PROCEDURES

Disclosure Controls and Procedures

Management is responsible for establishing and maintaining effective disclosure controls and procedures, as
defined under Rule 13a-15 of the Securities Exchange Act of 1934, that are designed to cause the material
information required to be disclosed by Citizens in the reports it files or submits under the Securities Exchange
Act of 1934 to be recorded, processed, summarized, and reported to the extent applicable within the time periods
required by the Securities and Exchange Commission’s rules and forms. In designing and evaluating the
disclosure controls and procedures, management recognized that a control system, no matter how well designed
and operated, can provide only reasonable, not absolute, assurance that the objectives of the control system are
met. Because of the inherent limitations in all control systems, no evaluation of controls can provide absolute
assurance that all contro! issues and instances of fraud, if any, with a company have been detected.

As of the end of the period covered by this report, Citizens performed an evaluation under the supervision and
with the participation of management, including the Chief Executive Officer and Chief Financial Officer, of the
effectiveness of the design and operation of its disclosure controls and procedures pursuant to Rule 13a-15 of the
Securities Exchange Act of 1934. Based upon that evaluation, the Chief Executive Officer and Chief Financial
Officer concluded that the disclosure controls and procedures were effective at the reasonable assurance level.
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Report on Management’s Assessment of Internal Control over Financial Reporting

The management of Citizens Repubtic Bancorp, Inc. is responsible for establishing and maintaining adequate
internal control over financial reporting. Internal control over financial reporting is defined under applicable
Securities and Exchange Commission rules as a process designed under the supervision of the Corporation’'s
Chief Executive Officer and Chief Financial Officer and effected by the Corporation’s Board of Directors,
management and other personnel to provide reasonable assurance regarding the reliability of financial reporting
and the preparation of the Corporation's financial statements for external purposes in accordance with U.S.
generally accepted accounting principles. The Corporation’s internal control over financial reporting includes
those policies and procedures that:

e Pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions
and dispositions of the assets of the Corporation;

« Provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial
statements in accordance with U.S. generally accepted accounting principles, and that receipts and
expenditures of the Corporation are being made only in accordance with authorizations of management and
the directors of the Corporaticn; and

¢ Provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or
disposition of the Corporation’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

As of December 31, 2007, management, with the participation of the Corporation’s Chief Executive Officer and
Chief Financial Officer, assessed the effectiveness of the Corporation’s internal control over financial reporting
based on the criteria for effective internal control over financial reporting established in “Internal Control -
Integrated Framework,” issued by the Committee of Sponsoring Organizations (COSO) of the Treadway
Commission. Based on the assessment, management determined that the Corporation's internal control over
financial reporting was effective as of December 31, 2007.

Ernst & Young LLP, the independent registered public accounting firm that audited the consolidated financial
statements of the Corporation included in this Annua! Report on Form 10-K, has issued a report on the
Corporation’s internal control over financial reporting as of December 31, 2007. The report, which expresses an
unqualified opinion on the effectiveness of the Corporation’s internal control over financial reporting as of
December 31, 2007, is included in this Item under the heading “Report of Independent Registered Public
Accounting Firm on Effectiveness of Internal Control Over Financial Reporting.”

(it 0% (AT IRVIVNY

Charles D. Christy William R. Hartman
Executive Vice President and Chief Financial Officer Chief Executive Officer

Changes in Internal Control over Financial Reporting

No changes were made to the Corporation’s internal control over financial reporting (as defined in Rule 13a-15
under the Securities Exchange Act of 1934) during the last fiscal quarter that materially affected, or are
reasonably likely to materially affect, the Corporation’s internal control over financial reporting.
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Report of Independent Registered Public Accounting Firm
on Effectiveness of Internal Control Over Financial Reporting

To the Board of Directors and the Shareholders of Citizens Republic Bancorp, Inc.

We have audited Citizens Republic Bancorp, Inc.’s internal control over financial reporting as of December 31,
2007, based on criteria established in Internal Control—Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission (the COSO criteria). Citizens Republic Bancorp, Inc.'s
management is responsible for maintaining effective internal control over financial reporting, and for its
assessment of the effectivenass of internal control over financial reporting included in the accompanying Report
on Management's Assessment of Internal Control Over Financial Reporting. Our responsibility is to express an
opinion on the company’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board
{United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether effective internal control over financial reporting was maintained in all material respects. Qur audit
included obtaining an understanding of internal control over financial reporting, assessing the risk that a material
weakness exists, testing and evaluating the design and operating effectiveness of internal control based on the
assessed risk, and performing such other procedures as we considered necessary in the circumstances. We
believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonahble assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company's internal contro! over financial reporting
includes those policies and procedures that (1)} pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in
accordance with generally accepted accounting principles, and that receipts and expenditures of the company are
being made only in accordance with authorizations of management and directors of the company; and (3} provide
reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of
the company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

In our opinion, Citizens Republic Bancorp, Inc. maintained, in all material respects, effective internal control over
financial reporting as of December 31, 2007, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the consolidated balance sheets of Citizens Republic Bancorp, Inc. as of December 31, 2007 and
20086, and the related consolidated statements of income, changes in shareholders’ equity, and cash flows for
each of the three years in the period ended December 31, 2007 and our report dated February 28, 2008
expressed an unqualified opinion thereon.

// éﬂmﬂﬂt ¥ MLLP

Detroit, Michigan
February 28, 2008
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ITEM 9B. OTHER INFORMATION

The Corporation has a Supplemental Retirement Benefits Plan (“SERP”) that provides unfunded non-qualified
benefits for Mr. Hartman that are partially offset by benefits under the Corporation’s qualified pension plan and
social security. Mr. Hartman's SERP was amended, effective September 19, 2007, to provide for a normal
retirement age of 62-1/2 instead of 65, to permit him to elect the form of his retirement benefit, including a lump
sum option, and to provide that, in the event he dies while employed by Citizens, his spouse wiil be entitled to his
benefit determined as if he had retired as of the date of death. As a result of these changes, the cost of the SERP
to Citizens is anticipated to increase by approximately $1.6 million. The amended and restated SERP is included
as Exhibit 10.43 to this Report on Form 10-K.

Part il

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

The information required by this item appears under the captions “Proposal 1 — Election of Directors™ (excluding
the information under the heading “Compensation of Directors”); “Corporate Governance - Executive Officers, -
Meetings of Directors and Commitiees of the Board of Directors, - Shareholder Nomination of Director
Candidates, and — Code of Ethics;” and “Section 16(a) Beneficial Ownership Reporting Compliance” in Citizens'
proxy statement for its 2008 annual meeting of shareholders (the "Proxy Statement”) and is incorporated herein
by reference.

ITEM 11. EXECUTIVE COMPENSATION

The information required by this item appears under the caption “Proposal 1 — Election of Directors —
Compensation of Directors,” and under the caption “Executive Compensation” of the Proxy Statement, and is
incorporated herein by reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND
MANAGEMENT AND RELATED STOCKHOLDER MATTERS

The information required by this item appears under the caption “Security Ownership” of the Proxy Statement,
and is incorporated heregin by reference.

Equity Compensation Plan Information

Citizens’ has two stock-based compensation plans pursuant to which it grants incentive and nonqualified stock
options, non vested stock awards, restricted stock units, and performance awards to employees, officers and
directors. The Stock Compensation Plan (the “2002 Plan”) was approved by Citizens’ shareholders in 2002. The
All-Employee Stock Option Plan {the “All-Employee Plan”) was not submitted to Citizens’ shareholders for
approval. The 2002 Plan replaced the Third Amended Stock Option Plan which has expired and Citizens Stock
Option Plan for Directors which was terminated. Both of these plans were approved by Citizens' shareholders
and there continue to be options outstanding that were granted under these plans. The following table sets forth,
with respect to all of the stock-based compensation plans, (i) the number of shares of common stock to be issued
upon the exercise of outstanding options, (i) the weighted average exercise price of outstanding options, and (jii)
the number of shares remaining available for future issuance, as of December 31, 2007.
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Number of shares
remaining available for
future issuance under

Number of shares to equity compensation

be issued upon

Weighted-average

plans {excluding

exercise of exercise price of shares reflected in
Plan Category outstanding options outstanding options column {a}))
(a) (b) (c)

Equity compensation plans

approved by shareholders 3,366,281 $28.29 3,690,979
Equity compensation plans

not approved by 62,600 (1) $16.66 0
shareholders

Total (2) 3,428,881 $28.08 3,690,979

(1) Issued under the All-Employee Plan. Under this plan, on May 18, 2000, Citizens granted stock options to all

(2)

employees who did not receive grants under the then existing but since expired Third Amended Stock Option
Plan. Each full-time employee received options for 200 shares of common stock and each part-time
employee received options for 100 shares. The $16.66 exercise price of the grant was the market price of the
common stock on the grant date. The options became exercisable three years after the date of grant. The
options expire ten years from the date of grant. Options for a total of 550,700 shares were granted of which
options for 62,600 shares were outstanding as of December 31, 2007. The plan provides that no further
grants may be made under the plan.

In connection with the Republic merger, Citizens assumed Republic’s active stock option plans and 1.1 million
shares subject to option grants previously awarded by Republic under those plans of which options for
601,161 shares were outstanding as of December 31, 2007. Citizens has not made any awards and does not
intend to grant any additional awards under the former Republic plans. The weighted-average exercise price
of the outstanding options is $14.36 per share.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR
INDEPENDENCE

The information required by this item appears under the caption “Executive Compensation — Compensation
Committee Interlocks and Certain Transactions and Relationships” of the Proxy Statement, and is incorporated
herein by reference.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

The information required by this item appears under the captions “Proposal 3 — Appointment of Independent
Certified Public Accountants” and “Corporate Governance — Meetings of Directors and Committees of the Board
of Directors” of the Proxy Statement, and is incorporated herein by reference.
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PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

(a) 1. Financial Statements:

The following Consolidated Financia! Statements of Citizens and Report of Independent Registered
Public Accounting Firm on Consolidated Financial Statements are incorporated by reference under Item 8
“Financial Statements and Supplementary Data” of this document:

Consolidated Balance Sheets

Consolidated Statements of Income

Consoclidated Statements of Changes in Shareholders' Equity

Consolidated Statements of Cash Flows

Notes to Consolidated Financial Statements

Selected Quarterty Information '

Report of Independent Registered Public Accounting Firm on Consoclidated Financial Statements

2. Financial Statement Schedules:
All schedules are omitted - see ltem 15{(c) below.

3. Exhibits:
The exhibits listed on the "Exhibit Index" of this report are filed herewith and are incorporated herein by
reference.

(b} Exhibits:
The exhibits listed on the “Exhibit Index” of this report are filed herewith and are incorporated herein by
reference. At the request of any shareholder, the Corporation will furnish any exhibit upon the
payment of a fee of $0.10 per page to cover the costs of furnishing the exhibit.

(c} Financial Statement Schedules
All financial statement schedules normally required by regulation S-X are omitted since they are either not
applicable or the required information is shown in the Consolidated Financial Statements or Notes
thereto.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

CITIZENS REPUBLIC BANCORP, INC.
(Registrant)

by /s/ William R. Hartman Date: February 28, 2008
William R. Hartman
Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
foltowing persons on behalf of the registrant and in the capacities and on the dates indicated.

Signature Capacity Date
fs/ Charles D. Christy Executive Vice President and February 28, 2008
Charles D. Christy Chief Financial Officer
/sl William R. Hartman Chief Executive Officer, and Chairman February 28, 2008

William R. Hartman

/s/ Edward P. Abbott Director February 28, 2008
Edward P. Abbott

/siLizabeth A. Ardisana Director February 28, 2008
Lizabeth A. Ardisana

/s/George J. Butvilas Director February 28, 2008
George J. Butvilas

/stJerry D. Campbell Director February 28, 2008
Jerry D. Campbell

fs/ Richard J. Dolinski Director February 28, 2008
Richard J. Dolinski

/s/ Howard J. Hulsman Director February 28, 2008
Howard J. Hulsman

/s/Gary Hurand Director February 28, 2008
Gary Hurand
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fs/Dennis J. Ibold

Dennis J. Ibold

fs/ Benjamin W. Laird

Benjamin W. Laird

fsf Stephen J. Lazaroff

Stephen J. Lazaroff

s/ William C. Shedd

William C. Shedd

fs! Jeoffrey K. Stross

Dr. Jeoffrey K. Stross

s/ Kendall B. Williams

Kendall B. Williams

s/ James L. Wolohan

James L. Wolchan

/s/ Steven E. Zack

Steven E. Zack

SIGNATURES (continued)

Director

Director

Director

Director

Director

Director

Director

Director
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EXHIBIT INDEX

The following documents are filed as part of this report. Those exhibits previously filed and incorporated herein
by reference are identified below. Exhibits not required for this report have been omitted. Citizens’ Commission
file number is 001-33063.

Exhibit
No. Exhibit

2.2  Agreement and Plan of Merger, dated as of June 26, 2006, by and between Republic Bancorp, Inc.
and Citizens Republic Bancorp, Inc. (incorporated by reference from Exhibit 2.1 of Citizens’
Form 8-K filed June 29, 2006}.

3 Restated Articles of Incorporation, as amended. (incorporated by reference from Exhibit 3.1 of
Citizens' 2007 First Quarter Report on Form 10-Q).

3.2 Amended and Restated Bylaws dated as of January 24, 2008. (incorporated by reference from
Exhibit 3.1 of Citizens' Form 8-K filed January 30, 2008).

4.1 Rights Agreement, dated May 23, 2000, between Citizens and Citizens Bank, as Rights Agent
(incorporated by reference from Exhibit 4.1 of Citizens' Current Report on Form 8-K filed
June 8, 2000).

4.2 Indenture, dated as of January 27, 2003 among Citizens Republic Bancorp, Inc. and JP Morgan
Chase Bank, as Trustee (filed as Exhibit 4.1 to Citizens Republic Bancorp, Inc.’'s registration
statement on Form S-4, registration no. 333-104472, and incorporated herein by reference).

43  Registration Rights Agreement, dated as of January 27, 2003 among Citizens Republic Bancorp, Inc.
and Morgan Stanley, Keefe, Bruyette & Woods, Inc., Robert W. Baird & Co., Credit Suisse First
Boston, Fahnestock & Co. Inc., Howe Barnes Investments, Inc. and McDonald Investments, as
Initial Purchasers (filed as Exhibit 4.2 to Citizens Republic Bancorp, Inc.’s registration statement
on Form S-4, registration no. 333-104472, and incorporated herein by reference).

4.4 Floating Rate Junior Subordinated Deferrable Interest Debentures dated as of June 26, 2003
(incorporated by reference from Exhibit 4.1 of Citizens' 2003 Second Quarter Report on Form
10-Q).

45  Form of Indenture between Republic Bancorp Inc. ("Republic”) and Wilmington Trust Company for
Republic’'s 8.60% Subordinated Debentures due 2031 (filed as Exhibit (4)(e) of Republic's
registration statement on Form S5-3, registration no. 333-70062, and incorporated herein by
reference).

4.6 Form of Republic's 8.60% Subordinated Debenture due 2031 (filed as Exhibit (4)(f) of Republic's
registration statement on Form S-3, registration no. 333-70062, and incorporated herein by
reference).

47  Cerificate of Trust of Republic Capital Trust I, a subsidiary of Republic (filed as Exhibit (4)(g) of
Republic’s registration statement on Form $-3, registration no. 333-70062, and mcorporated
herein by reference).

48  Trust Agreement of Republic Capital Trust |, a subsidiary of Republic (filed as Exhibit (4)(h) of

Republic’s registration statement on Form S-3, registration no. 333-700862, and incorporated
herein by reference).
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EXHIBIT INDEX {continued)

Exhibit
No. Exhihit
49 Form of Amended and Restated Trust Agreement of Republic Capital Trust |, a subsidiary of Republic

4.10

4.1

412

4.13

4.14

4.15

4.16

4.17

10.1*

10.2*

10.3*

10.4*

(filed as Exhibit (4)(i) of Republic's registration statement on Form S-3, registration no. 333-
70062, and incorporated herein by reference).

Form of Trust Preferred Securities Certificate of Republic Capital Trust I, a subsidiary of Republic
(filed as Exhibit {4)(j) of Republic’s registration statement on Form S-3, registration no. 333-
70062, and incorporated herein by reference).

Form of Agreement as to Expenses and Liabilities between Republic and Republic Capital Trust I, a
subsidiary of Republic (filed as Exhibit (4)(k) of Republic's registration statement on Form S-3,
registration no. 333-70062, and incorporated herein by reference).

Form of Trust Preferred Securities Guarantee Agreement between Republic and Wilmington Trust
Company (filed as Exhibit (4)(1) of Republic’s registration statement on Form S-3, registration no.
333-70062, and incorporated herein by reference).

Indenture, dated October 3, 2006, between Citizens Republic Bancorp, Inc. and U.S. Bank National
Association, as Trustee (incorporated by reference from Exhibit 4.1 of Citizens’ Current Repaort
on Form 8-K filed October 3, 20086).

First Supplementa! Indenture, dated October 3, 2006, between Citizens Republic Bancorp, Inc. and
U.S. Bank National Association as Trustee (incorporated by reference from Exhibit 4.2 of
Citizens’ Current Report on Form 8-K filed on Octcber 3, 2006).

Amended and Restated Trust Agreement, dated October 3, 2006, among Citizens Republic Bancorp,
Inc., U.S. Bank National Association, as Property Trustee, U.S. Bank Trust National Association
as Delaware Trustee, and Administrative Trustees named therein (incorporated by reference
from Exhibit 4.3 of Citizens’ Current Report on Form 8-K filed October 3, 2006).

Guarantee Agreement, dated October 3, 2006, between Citizens Republic Bancorp, Inc. as
Guarantor and U.S. Bank National Association as Guarantee Trustee (incorporated by reference
from Exhibit 4.6 of Citizens’ Current Report on Form 8-K filed October 3, 2006).

Amendment No. 1 to Rights Agreement dated December 19, 2007 between Citizens and Citizens
Bank, as Rights Agent.

Citizens Republic Bancarp, Inc. Second Amended Stock Option Plan (incorporated by reference from
Exhibit 4 of Citizens' registration statement on Form S-8 filed May 5, 1992, Registration No. 33-
47686).

Citizens Republic Bancorp, Inc. Third Amended Stock Option Plan (incorporated by reference from
Exhibit 10(r) of Citizens’ 1997 Second Quarter Report on Form 10-Q).

First Amendment to Citizens Republic Bancorp, Inc. Third Amended Stock Option Plan (incorporated
by reference from Exhibit 10.2 of Citizens' 2000 Second Quarter Report on Form 10-Q).

Citizens Republic Bancorp, Inc. All-Employee Stock Option Plan (incorporated by reference from

Exhibit 99 of Citizens’ registration statement on Form S-8 filed June 26, 2000, Registration No.
333-40100).
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Exhibit
No.

EXHIBIT INDEX (continued}
Exhibit

10.5*

10.6*

10.7*

10.8"

10.9*

1011

10.13

10.14

10.15

10.19"

10.20"

10.21"

10.22*

Citizens Republic Bancorp, Inc. Stock Option Plan for Directors (incorporated by reference from
Exhibit 99 of Citizens’ registration statement on Form S-8 filed July 21, 1995, Registration No.
33-61197).

First Amendment to Citizens Republic Bancorp, Inc. Stock Option Plan for Directors (incorporated by
reference from Exhibit 10.3 of Citizens’' 2000 Second Quarter Report on Form 10-Q).

Citizens Republic Bancorp, Inc. Stock Compensation Plan (incorporated by reference from exhibit
10.13 of Citizens’ 2001 Annual Report on Form 10-K).

Post Effective Amendment No. 1 to Form S4 on Form S-8 pertaining to “F&M Bancorporation, Inc.
1993 Incentive Stock Option Plan” and “F&M Bancorporation, Inc. 1993 Stock Option Plan for
Non-employee Directors” (incorporated by reference to Form S-8 filed December 22, 1999, file
number 333-86569).

Citizens Republic Bancorp, Inc. Amended and Restated Section 401(k) Plan (incorporated by
reference from Exhibit 99.1 of Citizens’ registration statement on Form S-8 filed August 2, 1896
— Registration No. 333-09455).

Citizens Republic Bancorp, Inc. Amended and Restated Director's Deferred Compensation Plan
(incorparated by reference from Exhibit 10.11 of Citizens’ 2002 Annual Report on Form 10-K).

Amended and Restated Declaration of Trust dated as of June 26, 2003 by and among U.S. Bank
National Association, as institutional Trustee, Citizens Republic Bancorp, Inc., as Sponsor, and
William R. Hartman, Charles D. Christy and Thomas W. Gallagher as Administrators
(incorporated by reference from Exhibit 10.1 of Citizens' 2003 Second Quarter Report on Form
10-Q).

Placement Agreement, dated June 16, 2003, between Citizens, Citizens Michigan Statutory Trust |,
FTN Financial Capital Markets and Keefe Bruyette & Woods, Inc. (incorporated by reference
from Exhibit 10.2 of Citizens' 2003 Second Quarter Report on Form 10-Q}).

Guarantee Agreement dated as of June 26, 2003 by and between Citizens Republic Bancorp, Inc.
and U.S. Bank National Association (incorporated by reference from Exhibit 10.3 of Citizens’
2003 Second Quarter Report on Form 10-Q).

Employment Agreement, dated as of June 26, 2006, by and between Citizens Republic Bancorp, Inc.
and William R. Hartman (incorporated by reference from exhibit 99.1 of Citizens’ Current Report
on Form 8-K filed June 29, 20086).

Form of Nongualified Stock Option Agreement for Non-employee Directors under the Citizens
Republic Bancorp, Inc. Stock Compensation Plan (incorporated by reference from Exhibit 10.20
of Citizens’ 2004 Third Quarter Report on Form 10-Q).

Form of Nonqualified Stock Option Agreement for Employees under the Citizens Republic Bancorp,
Inc. Stock Compensation Plan (incorporated by reference from Exhibit 10.21 of Citizens’ 2004
Third Quarter Report on Form 10-Q).

Form of Restricted Stock Agreement under the Citizens Republic Bancorp, Inc. Stock Compensation

Plan (incorporated by reference from Exhibit 10.22 of Citizens’ 2004 Third Quarter Report on
Form 10-Q).
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Exhibit
No.

EXHIBIT INDEX {continued)

Exhibit

10.24*

10.25*

10.26”

10.27*

10.28*

10.29*

10.30"

10.317

10.32"

10.33*

10.34*

10.36"

10.37*

10.38*

10.39*!

10.40"

Form of Restricted Stock Agreement (Employee Version) (incorporated by reference from Exhibit
10.1 of the Company's Current Report on Form 8-K filed with the Commission on June 7, 2005).

Form of Restricted Stock Agreement (Director Version) (incorporated by reference from Exhibit 10.2
of the Company's Current Report on Form 8-K filed with the Commission on June 7, 2005).

Form of Stock Option Agreement (Employee Version) (incorporated by reference from Exhibit 10.3 of
the Company's Current Report on Form 8-K filed with the Commission on June 7, 2005).

Form of Stock Option Agreement (Director Version) (incorporated by reference from Exhibit 10.4 of
the Company's Current Report on Form 8-K filed with the Commission on June 7, 2005).

Form of Restricted Stock Agreement (Employee Version) (incorporated by reference from Exhibit
10.28 of Citizens® 2008 Second Quarter Report on Form 10-Q).

Form of Restricted Stock Agreement (Director Version) (incorporated by reference from Exhibit 10.29
of Citizens' 2006 Second Quarter Report on Form 10-Q).

2006 Management Incentive Plan (incorporated by reference from Exhibit 10.30 of Citizens' 2006
Second Quarter Report on Form 10-Q) .

Retention Agreement with each of John D. Schwab, Clinton A. Sampscn, and Randall J. Peterson,
dated August 16, 2006 (incorporated by reference from Exhibit 10.31 of Citizens' 2006 Third
Quarter Report on Form 10-Q).

Employment Agreement, dated as of June 26, 2008, by and between Citizens and Jerry D. Campbell
(incorporated by reference from Exhibit 10.32 of Citizens' 2006 Annual Report on Form 10-K}.

Employment Agreement, dated as of June 26, 2006, by and between Citizens and Dana M, Cluckey
(incorporated by reference from Exhibit 10.33 of Citizens' 2006 Annua! Report on Form 10-K).

Employment Agreement, dated as of November 3, 2006, by and between Citizens and Thomas F.
Menacher (incorporated by reference from Exhibit 10.34 of Citizens' 2006 Annual Report on
Form 10-K).

Release and Settlement Agreement with Dana M. Cluckey, dated April 26, 2007 (incorporated by
reference from Exhibit 10.36 of Citizens’ 2007 First Quarter Report on Form 10-Q).

Form of Restricted Stock Agreement (Employee Version as of May 2007) (incorporated by reference
from Exhibit 10.37 of Citizens’ 2007 Second Quarter Report on Form 10-Q).

Form of Restricted Stock Agreement (Non-Employee Director Version as of May 2007) {incorporated
by reference from Exhibit 10.38 of Citizens’ 2007 Second Quarter Report on Form 10-Q).

2007 Management Incentive Plan {incorporated by reference from Exhibit 10.39 of Citizens’ 2007
Second Quarter Report on Form 10-Q)).

Release and Settlement Agreement with Thomas F. Menacher, dated May 17, 2007 (incorporated by
reference from Exhibit 10.40 of Citizens’ 2007 Second Quarter Report on Form 10-Q) .
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EXHIBIT INDEX {continued)
Exhibit
No. Exhibit

10.41* Form of Amended and Restated Change in Control Agreement between Citizens Republic Bancorp,
Inc. and each of William R. Hartman, Charles D. Christy, Roy A. Eon, Thomas W. Gallagher,
Martin E. Grunst, Cathleen H. Nash, Clinton A. Sampson, and John D. Schwab, dated February
26, 2008,

10.42* Amended and Restated Change in Control Agreement between Citizens Republic Bancorp, Inc. and
Randall J. Peterson, dated February 26, 2008.

10.43" Supplemental Retirement Benefits Plan For William R. Hartman, dated September 19, 2007.
21 Subsidiaries of the Registrant
23 Consent of Independent Registered Public Accounting Firm

311 Centification of Chief Executive Officer pursuant to Rule 13a-14(a) under the Securities Exchange Act
of 1934,

31.2  Certification of Chief Financial Officer pursuant to Rule 13a-14{a) under the Securities Exchange Act
of 1934.

321 Certification of Chief Executive Officer pursuant to 18 U.S.C. Section 1350 and Rule 13a-14(b) under
the Securities Exchange Act of 1934,

32.2  Certification of Chief Financial Officer pursuant to 18 U.S.C. Section 1350 and Rule 13a-14(b) under
the Securities Exchange Act of 1934.

* Current management contracts or compensatory plans or arrangements.

' Portions of this exhibit have been omitted pursuant to Citizens' request to the Secretary of the Securities and
Exchange Commission for confidential treatment pursuant to rule 24b-2 under the Securities Exchange Act of
1934, as amended
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Corporate Headquarters

Citizens Republic Bancorp, Inc.
328 5. Saginaw St.
Flint, Michigan 48502-2401

www.citizenshanking.com

Stock Listing

Citizens Republic Bancorp, Inc.common stock
trades on the NASDAQ Global Select Market
under the ticker symbol CRBC.

Contact

Kristine D. Brenner

Director of Investor Relations

328 5.5aginaw 5t.

Flint, Michigan 48502-2401

(810} 257-2506
kristine.brenner@citizensbanking.com

More Information

Press releases, SEC filings, quarterly financial
results and information about our products and
services can be accessed through our Web site
at www.citizensbanking.com.

{SHAREHOLDER INFORMATION}

Stock Transfer Agent and Registrar

American Stock Transfer & Trust Company
59 Maiden Lane

Plaza Level

New York, New York 10038
(877)627-7020

www.amstock.com

Inquiries refated to stock transfers, address or
registration changes, lost certificates or dividend
payments should be directed to American

Stock Transfer.

Dividend Reinvestment Plan

Registered shareholders can purchase additional
shares of Citizens common stock through the
Dividend Reinvestment & Direct Stock Purchase
and Sale Plan, which is sponsored and administered
by American Stock Transfer & Trust Company. For
more information about the plan or to enroll,
contact American Stock Transfer at
www.amstock.com or (877) 627-7020.

Credit Ratings
Long-Term Issuer/Senior Debt
S&P BBB
Moody's A3
Fitch BBB-
DBRS BEB
Short-Term/Commercial Paper
S&P A-2
Moody's Prime -2
Fitch F3
DBRS R-2
Trust Preferred
S&P BB+
Moody’s Baal
Fitch BB+
DBRS BBB

Statements in this report that are not statements of historical fact, including statements that include terms such as “will,”“may,"“should,"'believe,""expect,”
“anticipate,”"estimate,""project,""intend” and “plan,” and statements about future financial and operating results, plans, objectives, expectations and
intentions, are forward-looking statements that involve risks and uncertainties. These risks and uncertainties are detailed from time to time in filings with
the SEC, which are available at the SEC's Web site www.sec.gov. Other risks and uncertainties not currently anticipated alse may materially and adversely
affect Citizens results of operations, cash flows and financial position. Any forward-locking statement is not a guarantee of future performance and

actual results could differ materially from those contained in the forward-looking information. There can be no assurance that future results will meet
expectations. While Citizens believes that the forward-locking statemnents are reasonable, you should not place undue reliance on any forward-looking
statement.In addition, these statements speak only as of the date made. Citizens does not undertake and expressly disclaims any obligation to update

or alter any statements, whether as a result of new information, future events or otherwise, except as required by applicable law.




/) CITIZENS

Citizens Republic Bancorp, inc.
328 5.5aginaw St
Flint, MI 48502

www.citizensbanking.com
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